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' hen we work together and harness
the best talents and abilities in all
of us, we accomplish great things:
we help combat terrorism, develop
life-saving vaccines, and build a

brighter energy future.

By working together, we tap the strength of
diversity. Our professional staff combines an
extraordinary depth and breadth of technical expertise
to zreate solutions that help solve complex problems
of 1ational and global importance.

Our highly talented employees join to develop
warld-class solutions to support the people who
de‘end America and its allies, protect the environment,

and explore the frontiers of space. That knowledge
delivers solutions to help make communities safer,
provide better educational opportunities for children,
and usher in an era of better disease prevention and
treatment.

Our combined expertise and experience in informa-
tion technology and telecommunications is unmatched.
Using this expertise, we create innovative solutions
designed to solve the problems of tomorrow as well as
today. We draw on the best technologies — whether
invented here or elsewhere - to solve our customers’
problems. We integrate those technologies into
systems designed to be open, flexible, and scalable.

Our innovative solutions are born out of our



collective wisdom and built on decades of experience
in our key vertical market areas: national security,
energy, telecommunications, health and biomedical,
environment, criminal justice, and space.

Rated by FORTUNE magazine as one of America’s
most admired companies in our industry, SAIC and its
employee owners continually look for new
opportunities to serve. As Dr. ). Robert Beyster, our
founder and CEO, said shortly after September 11,
“These times atlow us to come together and
demonstrate what a great company can do.”

SAIC employees, more than 40,000 strong in over
20 countries, are united in their commitment to make a
positive difference to our customers and the world.
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MESSAGE TO STOCKHOLDERS

REPORT on HOMELAND SECURITY

AlIC employees can be
proud of how they
responded in the
C aftermath of
September 11. We
macle many important contribu-
tions in the hours, days, and
months following the attacks
because of the hard work, initia-
tive, and creativity of our people.
Minutes after the attacks, our
staff in McLean, Virginia, began
setting up a crisis center. One of
our first priorities was to determine
if al. SAIC employees were safe.
On that morning, SAIC employees
wera working near the World Trade
Center and inside the Pentagon.
We lost one valued employee and
close relatives and friends of
many others.
i1 New York and Washington,
D.C., we quickly provided a wide
range of support. For example,
we helped to protect the health
and safety of rescue workers, to
restore communications with
voice-over-Internet technology, and
later, to identify victims using DNA
identification technology. Both the
Company and individual employees
donated time and money to help

the victims of the attacks.

We also immediately thought of
our customers. Dozens of Air Force
staff used SAIC offices and equip-
ment to resume operations after
the attacks. We rapidly created an
emergency operations center for a
Navy client. In the Pentagon, we
began restoring and upgrading the
information technology infrastruc-
ture. Many SAIC staff deployed into
the field to help maintain the readi-
ness of Navy ships or support
other military operations.

On hundreds of other projects,
our systems and technologies are
helping deliver better information
to decision makers faster, as well
as helping share information
among important partners such
as the many U.S. allies.

Our diversity was one of our
greatest strengths during this time.
A few weeks after the attacks, a
high-ranking U.S. Government
official said to us, “Is there any-
thing we can ask of you that you
can’t do? We are so impressed...
whatever the question has been,
you’ve been able to immediately
put someone in the Company in
contact with us.”

We were able to respond so
quickly and so thoroughly because
we were prepared. Five years
ago, we combined our capabilities
in virtually every aspect of
counterterrorism into a Center for
Counterterrorism Technology and
Analysis. When the September 11
events occurred, we already had
most of the capabilities needed to
respond to our customers’ new
roles, missions, and needs. We
also had a host of innovative
technologies and proven solutions
to offer. We simply augmented
these efforts. To ensure our
customers had direct and rapid
access to the full range of our
capabilities, our director of
counterterrorism expanded his role
to coordinate all of our homeland
security efforts companywide.

Some of our more public
contributions to our customers
are highlighted in a special
“Homeland Security” section in
this Annual Report. We are just as
proud of the many projects that
were less visible to the public but
equally important to our customers
and the international war on
terrorism.




REPORT on OPERATIORS

hether in home-
/_—\ tand security or in

our commercial

business, we

respond fast
with innovative solutions. Our
customers need our best ideas to
protect their critical infrastructure,
or ensure their survival in military
combat or highly competitive
business environments.

Ranked 294 on the FORTUNE
5009 list, SAIC is known for its
innovation and small company
agility. We drew heavily on those
traits this past year to serve our
customers and meet our financial
goals in dramatically changing gov-
ernment and commercial business
environments.

Despite the overall economic
downturn, our revenues grew 3%
to $6.1 billion led by strong growth
in our government and commercial
outsourcing businesses through-
out the year. Much of our new busi-
ness came from important existing
customers such as BP, Entergy, the
National Cancer Institute, SPAWAR,
NASA, U.S. Air Force, U.S. Army,
and FBI.

As a result, SAIC has continued

its unbroken record of increased
revenues every year since its incep-
tion in 1969. We also set a record
with $13.6 billion in contract
awards in FY 2002, a 47% growth
rate year over year. Our win rates
included record numbers for
recompetition awards (95%) and
single award wins where we
unseated an incumbent (64%).
Growth in government and other
commercial business helped offset
decreased revenues from a trou-
bled telecommunications industry.
Our Telcordia Technologies sub-
sidiary, which derives most of its
revenues from commercial telecom
clients, took significant steps to
reduce its costs and improve effi-
ciencies in an effort to better
weather the downturn. These
measures helped Telcordia main-
tain good profitability even as its
revenues declined 10%. Going for-
ward, we remain committed to our
telecom clients and believe this
business is vital to SAIC’s future.
Our segment operating income -
which is a good measure of how
we're performing as a company —
was $442 million in FY 2002, com-
pared to $404 million in FY 2001.

Our non-operating income
included net losses on marketable
securities and other investments of
$456 million before taxes in FY
2002, compared to a FY 2001 net
gain of $2.7 billion before taxes.
Most of the FY 2001 net gain came
from the sale of shares in a former
subsidiary and the subsequent
exchange of the remaining shares
in that subsidiary for shares in
VeriSign Inc. Most of the FY 2002
net loss came from a writedown of
the value of our VeriSign invest-
ment at the end of the year. Reflect-
ing the after-tax effects of these
non-operating income items, our
FY 2002 net income was $1g million
compared to $2.1 billion in FY 2001.

SAIC’s operating cash flow was
strong in FY 2002, generating $663
million. At the end of the fiscal
year, we had about $1.5 billion in
cash less debt plus the after-tax
value of marketable securities.
This puts us in a strong cash and
liquidity position.

To continue to perform well, we
must take every opportunity to
continue improving our efficiency
and competitiveness. We strength-
ened our ability to offer innovative




contracting options to win new
busiress. We improved our techni-
cal and proposal resources to help
win more task orders on the large
task-order contracts that increas-

ingly make up more of our business.

Beyond this, the secret of our
success lies in our core values.
How we get fo where we are going
matters to us. We are committed to
conducting our business ethically,

SEGMENT OPERATING
INCOME Millions I

2002 $442.3
2001 $403.5 ﬁ
$300 - 2000 $348.4 ﬂ

$100 -

gL

STOCKHOLDER’S
EQuITY Millions

$3,000- 2002 $2,523.8
2001 $3,344.2
2000 $1,830.3 ]

$1,000 -

s

'93 '02

to fulfilling our contract obligations,
and to maintaining the high quality
of our work. Being employee owned
allows us to do what's best for SAIC
in the long term and minimizes the
short-term pressures to compro-
mise our standards.

Even during the current eco-
nomic uncertainty, employee own-
ership still helps us attract, retain,
and motivate the most knowledge-

REVENUES Millions

2002 $6,094.5 * i ‘
2001 $5,895.7 \ }
|

$4,000 -

able and innovative people to
serve our customers well and help
our Company grow responsibly.

}.R. Beyster, Chairman of the Board,
President, and Chief Executive Officer

NET INCOME Millions
$2,000 -

2002 $18.9*
2001 $2,059
2000 $619.8

Net gains from
investment activities
and sates of business
units and subsidiary
common stock

$1,000 -

*This number
includes net losses
from investment
activities and the
sale of business
units of $300.1
million after taxes
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DiLUTED EARNINGS
S8 - PER SHARE

2002 $.08*
2001 $8.11
2000 $2.42

$5 - Netgainsfrom
investment activities
and sales of business
units and subsidiary
common stock

*This number

includes net losses

from investment
$2- activities and the

sale of business

units after taxes

of $1.31
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HOMELAND SECURITY

Cur work at the 2002 Winter Clympics proved critical to the safety and success of the
Utah games. We designed and integrated the Clympic Command Center that allowed
dozens of local, state, and federal agencies to work together in protecting every
Olympic venue. To coordinate responses, they relied on the command and control sys-
tem we developed, which included a Web-based emergency response network and sur
CATS hazard modeling and analysis software. Attorney General john Ashcroft praised
the security as a “groundbreaking™ effort that others should “use as a model.”




n September 11, 2001,

and in the days

and months that

followed, our

employees worked
side by side with our customers,
helping them respond to the
unprecedented terrorist attacks
against America.

We assisted New York City
and the Washington, D.C. area in
recovery efforts when they
suddenly found themselves on
the front lines of a new war. We
supported U.S. and coalition forces
as they conducted the military
campaign in Afghanistan.

To prepare for future threats,
we are drawing on our expertise
in an extraordinarily wide range
of disciplines. To help facilitate a
coordinated response, we
support the efforts of civilian
first responders, local law
enforcement, the armed forces,
public health and medical
workers, and others involved in
homeland security.

ity for the Olympics would

ith secu "
cess With ible without SAIC.

“ Our SuC .
almost imposs

ha\[ e bﬁen

EXECUTIVE
¢ PUBLIC SAFE

DIRECTOR,

DaviD TUBBS, 1y COMMAND

UTAH OLYMP!

Intelligence and operations support
immediately following the September 11 attacks, an SAIC team moved to
MacDill Air Force Base to provide direct support to the U.S. Central
Command (USCENTCOM), serving as mobilization and deployment officers
to facilitate the rapid transport of forces and equipment to the
Afghanistan region. Another SAIC team working at CENTCOM rapidly
integrated a coalition coordination center and communication links to
allow U.S. military partners from other countries to view images of the
common operating picture and receive information from U.S. C4l systems.
To deliver critical, time-sensitive intelligence to U.S. decision makers,
we work closety with intelligence analysts at the national level. We devel-
oped quality software to expand an intelligence system while adding new
data sources and extending services to hundreds of new users. During
this major upgrade in scale, our software engineers continued to deliver
new capabilities for loading, accessing, correlating, and presenting data.
To help deploy military units faster and more efficiently over public
roads, SAIC is preparing an after-action report analyzing the responsive-
ness of the U.S. Department of Transportation’s Crisis Management Center
to September 11.

Securing ports, borders, and airports

Shortly after the September 11 attacks, the Federal Aviation Admini-
stration asked SAIC to help train federal air marshals as quickly as possi-
ble. Within three days, we had world-class firearm instructors on the job.
Since then, we helped design an operations center and also designed and
are implementing a complex air travel scheduling and resourcing system.
Currently, SAIC and Telcordia are designing and deploying secure interac-
tive communications systems to support the air marshals’ mission.




HOMELAND SECURITY

Our Vehicle and Cargo Inspection
System (VACIS) has been a pivotal
technology used by U.S. Customs
agents to examine goods passing
through sea ports of entry and land
border crossings, and has con-
tributed to the discovery and
seizure of record amounts of drugs
and contraband along the U.S.
border. For several years prior to
September 11, SAIC successfully
deployed these nonintrusive gamma
ray imaging systems at key U.S.
Customs sites to examine trucks,
railcars, and containers. We will
continue to provide this important
technology to U.S. and worldwide
concerns in efforts to control the
flow of dangerous and illegal items.

Supporting first responders

At ground zero in New York City, we
provided broad-based emergency
response support. For a financial
services company that lost many
employees in the World Trade
Center attacks, we quickly installed
a system to send voice calls over
the Internet. When the wireless
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industry joined together to assist search and rescue efforts at the disaster
site, our Telcordia subsidiary helped discredit false reports of wireless
calls and confirm people thought to be missing as safe. Less than a
half-mile from the disaster site, we reconfigured and restored data
communications between the Immigration and Naturalization Service,
New York ports of entry, and JFK International Airport.

At the same time, we helped the U.S. Environmental Protection Agency
(EPA) protect rescue workers and the public from exposure to elevated
levels of asbestos and other hazards by quickly developing a monitoring
response system. Containing information from 13 agencies, the system
enabled the EPA and state and local officials to rapidly respond to
potential health hazards.

Going forward, we are working to improve the future readiness of
emergency responders by helping the National Guard develop an auto-
mated exercise and assessment system.

Defending against nuclear, chemical, and biological terrorism

To fight bioterrorism, we are helping develop the next generation of
anthrax vaccines. As vaccine production and support contractor for the
National Institute of Allergy and Infectious Diseases, we are helping to
expedite development of a promising type of anthrax vaccine.

The Centers for Disease Control (CDC) relied on SAIC-prepared
documents (developed for defense health protection) when the CDC
recommended vaccination protocols for postal workers and other civilians
who may have been exposed to anthrax spores.

We also help federal, state, and local agencies better prepare for ter-
rorism attacks involving weapons of mass destruction. We helped the U.S.
Justice Department canduct the largest training exercise involving simulat-
ed simultaneous chemical, biological, and nuclear attacks around the U.S.



First responders get a firsthand look at a bombed-out buitding as part of an
anti-terrorism training course taught by SAIC instructors at New Mexico Tech. The
“Incident Response to Terrorist Bombings” course is designed to familiarize

participants with commercial and military explosives, and improvised devices that
have been used - or could be used - by terrorists.
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HomMmELAND SECURITY

Protecting critical infrastructure

Casualties and damage to the Pentagon would have been much worse,
according to the Defense Department, if DoD had not made upgrades previ-
ously recommended by a team that included SAIC. When September 11
occurred, SAIC was in the midst of a vulnerability assessment for other criti-
cal Washington, D.C., buildings, including the U.S. Capitol, House and Senate
Office buildings, and Library of Congress. SAIC accelerated that assessment
(using advanced tools such as our air blast simulation code); a number of our
recommendations for building hardening were quickly implemented.

We are helping the FBI protect our critical infrastructure by keeping pace
with new telecommunications technologies. We are developing technical
standards, performing capacity analysis and testing, and providing other
services to help the FBI and other stakeholders implement the
Communications Assistance for Law Enforcement Act (CALEA).

Our experts help protect information assets throughout the U.S. Govern-
ment. Our customers have included all military branches and law enforce-
ment agencies and the President’s Commission on Critical Infrastructure
Protection. Our support has ranged from integrating public key infrastructure
and “detect and protect” tools to assessing network vulnerabilities.

A Canadian truck driver enters an
intermodal terminal to deliver cargo
after a fingerprint scan confirms his
identity. Our system improves
security while, at the same time,
speeding throughput of containers
and trucks. To process cargo, drivers,
and vehicles, we used the latest
technologies for biemetrics, radio-
frequency automatic equipment
identification, optical character
recognition, digital video, and
knowledge-based software. Similar
SAIC systems are helping protect
ports, terminal depots, and
distribution centers.
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“The SAIC team members
have had high integrity
and their skills are
disciplined, dedicated, and
customer oriented. They
have set the examples for
others to follow.”

MIKE REYNOLDS,

REGIOMAL VICE PRESIDENT
QWEST GLOBAL SERVICES

Systems and Software Engineering

Ranked the top systems integrator by federal Compu-
ter Week, SAIC provides systems integration support
far what has been called the single largest systems
integration undertaking in the world — the Internal
Revenue Service modernization project. We also have
been asked to help improve worldwide operations for
the Immigration and Naturalization Service as the
agency’s information technology (IT) systems manager
and integrator. During mergers that made BP the
world’s second largest integrated oil company, SAIC
supported BP as its leading IT provider. Our expertise
comes from a combination of world-class capabilities in
architecture design, software development, systems
engineering, and network engineering.

Next generation networking
We use our unique combination of capabilities to
develop and upgrade complex systems and networks
for improved, cost-effective performance. For example,
we converge voice, video, and data communications
onto one streamlined network that delivers greater
bandwidth utilization and throughput at lower costs.
Our next generation networks benefit clients in energy,
transportation, finance, government, and education.
We designed some of the largest gigabit Ethernet
networks in the U.S. to deliver video-on-demand and
voice-over-Internet Protocol to the largest university
system in California and the largest school district in
Nevada. In Arizona, we are helping Qwest Global




Services bring high-speed Internet access to the
more than 1,500 public schools in the state as part of
the Arizona Students First project. We are designing

the cabling infrastructure and managing the implemen-

tation to help Qwest increase efficiency and reduce
costs.

We also support one of the largest next generation
Internet protocol network projects in North America.
Alberta SuperNet will link wireless and wireline
networks to a fiber-optic backbone to provide high-
speed Internet to schools, hospitals, and local
government throughout the Canadian province of
Alberta. SAIC designed the network that will link
outlying regions of the province to SuperNet.

i
SAIC uses converged technologies

. to improve the learning environ-
ment fand improve communications
among teachers, students, and
paren}ts. We designed a high-

. speed gigabit Ethernet-based net-

. work peft) to deliver 100 times the

' bandwidth of the previous network
and p}ovide a multimedia learning

‘ envfrc?mment to the Clark County

- Sclfoojl District in Nevada, the

- sixth largest school district in the

© U.S. At the launch of an SAIC-
deve!@ed Web portal for K-12
schoohs, Secretary of Education
Rod P%ige congratulated educa-
tors ahd the team who developed

. the partal for promoting exciting
and injnovative technologies that
are he%lping educate all students.

Data warehousing and data mining
The need is growing for complex systems that deal
with an ever-increasing quantity of data. The digital
warehouse we created to support exercises, training,
and knowledge management for the U.S. Joint Forces
Command holds 23 terabytes of data. We are
reengineering a digital library for the U.S. Army to hold
more than 2 terabytes of training information, and we
integrate personnel data for the U.S. Marines —
1.5 terabytes of data — in one of the world’s largest
data warehouses on Microsoft® Windows NT®,

Our warehousing solutions also serve the
telecommunications, health care, pharmaceutical,
and oil industries. To overcome the problem of
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Systems and Software Engineering

understanding vast, unwieldy network load data, we
developed a new visualization solution. Used by our
INTESA joint venture to serve the oil industry in Latin
America, our solution focuses on relevant network
transaction activity to give a better picture of
enterprisewide network usage and performance.

To extract data for a wide range of customer goals,
we use sophisticated data mining tools and analysis
software. Companies use our data mining solutions to
help develop commercial software products and identi-
fy disease targets in the human genome. Our tools also
help the Naval Oceanographic Office map the seafloor.

A racognized expert on data mining as it applies to
human language technologies, SAIC integrated the first

“{SAIC’s) commitment to
excellence has resulted in
numerous engineering
successes. (SAIC’s) service-
oriented management,
engineering, and
operations team has
worked collectively with
CMS to ensure the overall
success of the program.”

Ep GrAaY

CENTERS FOR MEDICARE &
MEDICAID SERVICES PROJECT
OFFICER

digital media library solution to instantly and phoneti-
cally search, retrieve, and play back spoken words or
phrases in audio and video clips.

SAIC is also the exclusive provider of the TeraText™
Database System in North America and Europe. In our
largest deployed system — used to gather military intel-
ligence —TeraText can complete a full text search across
1.1 billion XML documents in less than-four seconds. In
Australia, the technology supports government legisla-
tive activities and manufacturing processes.

With our advanced Latent Semantic Indexing tech-
nology, a query in English can correctly retrieve docu-
ments in multiple languages and prioritize them in
terms of how well they reflect the concept of the query.




Software development

SAIC, ranked the fourth largest computer services and
software provider by Government Executive, has the
experience to develop exceptional software and
systems. SAIC is the leading software contractor for

the Environmental Protection Agency, known for award-

winning applications. Our Telcordia Technologies
subsidiary provides top-level software to
telecommunications companies worldwide.

Telcordia is the largest organization to achieve Level
5 —the highest level of excellence as measured by the
Software Engineering Institute (SEf). Thousands of
SAIC software engineers operate at SEl Level 4 and
Level 3 - levels achieved by less than a third of SEI-

reported assessments. Engineering at these levels
results in highly reliable, easy to work with software
and controlled software development costs.

‘The ability to create high-quality software allows
Telcordia, the world’s leading supplier of network
systems software, to build exceptional telecommuni-
cations reliability into wireline voice and data systems
and to offer that same reliability to wireless networks.
Key systems that operate major U.S. weapon systems
and control troop mobilization and readiness
worldwide depend on the reliability of SAIC software.
That same software reliability helps major
pharmaceutical companies such as Bristol-Myers
Squibb make new product breakthroughs.

The Coast Guard catled on the
strength and depth of SAIC’s
systems integration expertise to
create ia design for modernizing
and upgrading the cusrent
National Distress and Response
System. Our design, entered into
competition with other select
vendors, was created to give the

modernized system the capability
to share data in order to foster a
commen operating environment

and bridge interoperability gaps.
The modernized system will be
used to enhance maritime safety
and giVe the Coast Guard the right
tools to carry out missions well
into the future.

15
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“We have seen a successful
transition of services to
SAIC and have begun to
realize the economic bene-
fits. As we go forward, we
will continue to build on
this initial success and will
work together te identify
opportunities to leverage
technology to transform
Entergy’s businesses.”

JOHN WILDER
EXECUTIVE VICE PRESIDENT & CFO

ENTERGY

Outsourcing

The flexibility to work with our clients as partners is the
key to SAIC’s outsourcing success: flexible business
relationships, business models, and solutions.

This flexibility served BP well during a period of
intense change and growth. With BP nearly doubling in
size over the last few years, we helped integrate the
information technology (IT) assets of BP’s mergers,
reduce IT cycle time, and serve the expanded
organization more cost effectively. During the same
period, we helped BP move business operations,
such as procurement, onto the Internet. We are also
providing applications and mid-range host services for
BP’s West Coast operations. By managing and hosting
1,500 software applications for BP, to support refining,
marketing, exploration, and corporate activities in

North America, we are helping introduce new
technology and processes into BP’s infrastructure.

Looking to the future, we developed the services
integrator model to help BP meet fast-changing
business requirements without building additional
IT infrastructure. The model serves as a single point
for integrating and managing external IT service
companies that support BP’s upstream digital
business in the continental United States.

An example of our flexible business relationships
is INTESA, our joint venture with major oil producer
Petrdleos de Venezuela, S.A. (PDVSA). As part of the
full IT outsourcing support we provide to PDVSA,
INTESA completed one of Latin America’s first
implementations for electronic procurement,




implemented leading-edge visualization rooms,
updated network technology, and installed 10,000 PCs
throughout Venezuela.

Our wide range of value-added services achieves
year-to-year cost savings for our clients. Over the
last four years, BP has realized savings of 35% on
apptlications and 42% on hosted services. PDVSA has
realized continuous cost savings since the first contract
year. ScottishPower received $15 million in IT cost
savings and benefits delivered by our Calanais
subsidiary in the first contract year. Entergy, one of
the largest U.S. utilities, saw costs drop 11% while
staff retention significantly improved.

Worldwide, our Integrated Service Management
Centerss™ deliver the infrastructure to achieve greater

i

From At‘jlchorage to the remote
;Prudho‘ie Bay area, SAIC stands as
the 1T service provider for BP in
fAlaska.i Our support ranges from
‘data canter management to
_technid;al infrastructure
‘administration, The SAIC support
‘organiz;gation flexibly adapted to

* meet BP’s needs in Alaska ~
‘downsizing when it was required
jand inq;reasing staff to support
iservice delivery and project
delivery when BP and Phillips
iMlaskaljoined efforts to operate
the Pridhoe Bay oil field in 2000.

|

economies of scale, increased savings and security,
and improved service quality. Qur ISMC centers in
North America, South America, and Europe manage
more than 143,000 desktops and thousands of applica-
tions and servers, delivering up to 99.99% availability.

We deliver the same high caliber of IT gutsourcing
at many customer facilities, including the National
Institutes of Health’s Center for Information Technology
{CIT). Our IT approach helped CIT win the NIH 2001
Merit Award for significantly reducing desktop support
and networking costs while serving 35,000 users.

We serve a wide range of client needs. For example,
the U.S. Geological Survey recently awarded SAIC an
outsourcing contract to produce cartographic
information products.
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Information Protection

Ranked the top provider of federal IT security services the complexity involved in planning effective security.
by INPUT Government Services, SAIC uses a cross-flow Our expertise serves worldwide operations. We
of best practices between government and industry. helped develop and integrate the secure Operations
QOur expertise supports the information superiority Intelligence Workstation, providing simultaneous
requirements of the Department of Defense (DoD), the network connectivity and operation to multiple levels
critical infrastructure protection goals of Presidential of security at four-star naval headquarters worldwide.
Decision Directive 63, and the cybersecurity needs of For the U.S. Army, Navy, and Marine Corps, SAICis
state and local government, as well as telecommuni- helping deploy nearly 3 million “smart cards” to all
cations, health care, energy, finance, insurance, active duty personnel and selected reservists and civil-
manufacturing, and automotive enterprises. ians. The cards, incorporating PKl and digital signature
Our security professionals include highly respected technology, will replace existing ID cards and will be
members of the cybersecurity community, who give required to access buildings and computer networks.
expert testimony to the U.S. Congress on security For a leading financial organization, we configured
issues and provide consulting to governments and and deployed UNIX®-based firewalls and virtual private
commercial organizations worldwide. We understand networks in 30 countries. We also established the

“We need tomorrow’s
network defense
capabilities today and
SAIC will add significantly
to the FedCIRC cyber
defense arsenal.”

COMMISSIONER SANDRA BATES

of THE GSA FEDERAL TECHNOLOGY
SERVICE IN ANNOUNCING THE AWARD
of THE FEDCIRC CONTRACT TO SAIC




baseline security policy and implemented a fully
remote administration and monitoring service.

We designed another enterprisewide architecture
to provide layered protection for joint Inter-Agency Task
Force-West, the U.S. military command for counterdrug
surveillance in South America and the Pacific Rim.

We helped a leading oil company better manage its
security infrastructure and comply with FBI data foren-
sics procedures. We also monitored and managed the
company’s firewalls and intrusion detection systems.

To help ensure secure communications for the
National Security Agency, we are integrating multiple
security technologies and hardware and software
systems into a single, Web-based Key Management
Infrastructure.

19

We also understand how to create and evaluate
new security technologies. We operate one of the
leading U.S. labs to test and evaluate new IT security
products — the SAIC Common Criteria Testing Lab.

A manufacturer was able to enter the world market
after its product received the lab’s favorable rating for
e-business first-strike protection from malicious code.

Innovative SAIC technology helps set up data com-
munications for distributed software applications
across firewalled enterprises without sacrificing net-
work or data security. Qur Secure Communication for
Distributed Applications (SD-Link) technology securely
connects automotive engineers testing prototype
designs as well as more than 200 research collabora-
tors in many enterprises performing Air Force research.

SAIC security engineers are
experts in safeguarding
information, systems, and

networks. Our engineers provide
incident handling and response
services for government agencies.
They work with major banks and
PKI vendors to define the
interoperability issues involved

in commercial e-commerce
applications. Nearly 600 SAIC
security professionals, like those
in the Security Operations Center
(left), are dedicated to

providing best-of-class
information security.
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“As a partner, SAIC has
been vital to Maryland’s
successful transition into
the digital age.”

WiLL CULEN, DIRECTOR OF
PROCUREMENT AND CONTRACTING FOR
THE DEPARTMENT OF GENERAL SERVICES
StaTE OF MARYLAND

e-Solutions

For gavernment and commercial clients, our e-solutions
provide improved services and substantial savings.

A Web portal designed by our Data Systems &
Solutions joint venture provides services that help
airlines keep aircraft engines in good flying condition
and spend less time troubleshooting problems. The
portal, called enginedatacenter.com, gives airlines
access to products and services such as online engine
health and condition information, predictions of engine
service needs, and enables airlines to monitor engines
around the clock in near real time.

Considered a success from the start, our e-procure-
ment system for the state of Maryland saved millions
of dollars of development costs. The savings continue
to add up, with ongoing savings from reduced

paperwork and more volume price discounts (thanks
to the system’s ability to aggregate purchases). The
system has now handled more than $200 million in
online procurements. A typical purchase order now
processes in hours (compared to weeks for paper
orders), and the state has better information on buying
trends to use when negotiating with suppliers. The
eMaryland Marketplace system runs on a transaction-
for-fee basis, almost eliminating any cost to the state.
We also help the U.S. Government with e-procure-
ment. Before making operational a new one-stop Web
site for all U.S. Government procurements over
$25,000, the General Services Administration (GSA)
called for a major system redesign and upgrade.
Brought in to upgrade the pilot system for the
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FedBizOpps site, SAIC created a new Java-based
architecture that had the robustness and scalability to
support virtually all buyers within the U.S. Government
and an expanded number of vendors using the site.
SAIC also successfully met the GSA requirement to
complete both the upgrade and the transition of all
U.S. Government agencies to the FedBizOpps system
within four and one-half months. Further, we designed
the system to be proactive, identifying systemwide
problems and correcting them prior to user access.

An SAIC e-solution also supports U.S. Government
contracting. Our Internet-based knowledge manage-
ment system helps the Federal Acquisition Workforce
gather, share, and quickly reuse its knowledge on how
contractual incentives are impacting business relation-

‘A secu;ke, Web-based, interactive

: e-proc*xrement system, eMaryland
: Marke?;place enables state buyers

ito cnnfiuct,husiness transactions

- and communications with vendors
over the Internet. The system won
the E-¢ov 2001 Pioneer Award for
best practices in e-government,
receivéd a 2001 Innovations Award
from the Council of State Govern-
ments, and was recognized with a
2001 Award of Excellence in the
Best Ekecutive Branch Web Site
category from the CSG Eagle
E-Govérnment Awards program.
The National Association of State
Chief Administrators honored
eMaryland Marketplace for excel-

lence m procurement innovation,

ships. This knowledge significantly and measurably
improved the agency’s ability to structure and execute
more successful business relationships.

To facilitate more efficient contracting and
successful business delivery in the commercial space,
we develop portals for companies such as eHealth-
Contracts. Health plans, hospitals, and physicians’
groups use the eHealthContracts portal to help
negotiate and administer contractual relations with
one another over the Internet.

To improve business delivery, one of the largest U.S.
health insurance companies, WellPoint Health
Networks, used our technical services. We resolved the
complex technical problems that previously denied
access to many WellPoint contracted physicians and




SAIC ekperts support customers
worldvwide with remote sensing
and geospatial services and
technqlogy from the SAIC site
www.imagery-central.com. This

Web sige helps customers acquire
and prpcess satellite and airborne
imagery, add geospatial
functignality to projects, create
specialized maps, or add imagery
to theif own Web sites. Our team
provides services in imagery
analysys, geographic information
systeny analysis, imagery data
processing, data storage and
dissenjination, and training.

e-Solutions

developed a long-term strategy to reduce system
downfime.

Our e-solutions also improve service delivery for
government constituents and employees. We are
helping the Canadian government give its citizens
secure, rapid, easy access to government services and
institutions through Canada Government On-Line.

In the U.S., we are helping Maryland residents gain
easy Internet access to state services.

In Tucson, Arizona, city officials track and analyze
Arizona state legislative bills using a unique
Web-based tool we developed.

To help U.S. military personnel, their families, and
health care providers easily navigate the U.S. military
health care system, we are developing a secure portal
called TRICARE Online. Users will be able to make
appointments online, access health-related materials,
and develop their own home pages with personalized
information about TRICARE services and benefits.

Teachers across the U.S. are gaining free access to

professional development resources and enhanced
communication with parents, students, and peers
through an educational portal we launched under the
HUBS (Hospitals, Universities, Businesses, and
Schools) education program.

To provide the infrastructure for business-to-
business (B2B) communications, our ANXeBusiness
subsidiary operates the ANX® Network. Increasing in
size by almost 1,000% since December 1999, this
virtual private network now serves more than 1,200
companies in multiple industries. For the automotive
industry alone, ANXeBusiness runs several thousand
applications and has been called the “de facto
standard network provider for any company in the
automotive industry” by a Yankee Group analyst. To
continue growing, the network’s new global, flat-rate,
dial-up service will cover 650 cities in more than 180
countries, and the subsidiary’s new joint venture with
Mitsubishi Corporation will offer B2B solutions for
Asia-Pacific trading communities.







24

TELECOMMUNICATIONS

Telcordia creates some of the most innovative, unigue, and beneficial applications
for the telecom industry. An impressive number of InfoVision Awards presented by
the international Engineering Consortium recegnize this fact. This past year,
Telcordia™ Network Configuration Manager (below) won the award for enabling
service providers to make fast, best-case decisions about how to configure netweork

rescurces and services most efficiently and then do so automatically. The previous
year, Telcordia™ Service Level Manager won an InfoVision Award for giving netweork
operaters unprecedented ability to track and monitor their entire networks.




n today’s tough business

environment, service

providers and enterprises

need a partner who can

deliver results. Our track
record of successes is unmatched.
No other company has the breadth
and depth of telecommunications
experience we offer. That’s why we
succeed at integrating the latest
wireless, data, video, and optical
networking systems with each other
or with some of the oldest legacy
systems still in use. It's why we
excel at drawing new levels of oper-
ational efficiency, reliability, and
bandwidth out of existing networks.

Together, SAIC and its Telcordia

Technologies subsidiary offer an
extraordinary range of telecommu-
nications knowledge and expertise.
Telcordia is world-class at building
reliability, efficiency, and intelli-
gence into service provider
networks. SAIC is world-class at
building flexibility, scalability, and
open architectures into enterprise
networks.
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Wireless

SAIC and Telcordia have outstanding credentials to help wireless carriers
and enterprises grow their businesses, improve network and operational
efficiencies, and integrate cutting-edge technologies.

As wireless carriers grow and expand their service offerings, they
have a greater need to achieve operational efficiency and flexibility. Many
traditional service providers achieve unsurpassed operational efficiency
by using Telcordia systems. Scalable and adaptable, these systems
have the flexibility to meet new service requirements. Telcordia is the
world’s largest supplier of operations software systems for the
telecommunications market.

SAIC is one of the world’s largest systems integrators. We successfully
integrated advanced wireless and positioning technologies into a large-
scale fleet management system for BellSouth’s maintenance vehicles. The
system significantly exceeded BellSouth’s goals for productivity and profit.

Working with automotive manufacturers, SAIC is developing telematics
system solutions. These include solutions for consumer vehicles, diagnos-
tics, test and measurement capabilities, and fleet applications. SAIC also
supports the design of a new generation of network-centric vehicles.

To help service providers grow their revenues, Telcordia makes it easier
and faster than ever to create and provision new services, especially in the
highly competitive markets for prepaid wireless and high-speed data. The
leading mobile operators in the United Kingdom and Switzerland - Orange
UK and Swisscom — selected Telcordia intelligent network (IN) platforms to
create new services. Nokia Networks incorporated Telcordia IN platforms
into its product offering as part of its stated strategy “to offer best-in-class
solutions for its operator customers.” Telcordia IN platforms are part of
Nokia’s mCreate™ solution to create 26, 2.5G, and 3G services.
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TELECOMMUNICATIONS

Next generation networks
SAIC and Telcordia are leading the development of broadband, packet-
based networks carrying voice, data, Internet, and video services.

SAIC and Telcordia help design and operate some of the largest packet-
based carrier networks in the world. We designed infrastructure and
provided operational software for NAP of the Americas®™- the Internet
gateway built to link Latin America to the rest of the world. Built for
Terremark Worldwide and backed by a consortium of 100 major carriers,
NAP of the Americas is the world’s fifth Tier-1 Network Access Point,
designed to handle up to 178 million packets per second of throughput.

SAIC is currently helping deploy Alberta SuperNet, a high-speed broad-
band network that will link schools, hospitals, libraries, and all municipali-
ties across the Canadian province of Alberta. The network will bring the

U.S. auto manufacturers use SAIC-developed telematics technology to remotely
menitor the performance of hybrid electric and fuel cell vehicles. Through secure
wireless connectivity, our telematics technology transmits information on a vehicle’s
powertrain health, instrumentation performance, and location, Qur technology also
provides fer remete diagnesis of critical vehicle functions and increases vehicle
testing; efficiencies through early detection and notification of system malfunctions.

latest optical, wireless, voice-over-
Internet Protocol, and videoconfer-
encing and multicasting technolo-
gies to rural and urban communities
throughout the province.

Telcordia has created what may
be one of the most innovative and
successful tools to deliver voice
calls over packet and Asynchronous
Transfer Mode (ATM) networks.
Telcordia™ Call Agent was the first
“softswitch™ in the industry to
allow voice calls to be sent without




a Class 5 hardware switch.

CTC Communications is using
this award-winning software to
make local and long-distance calls
over its 13-state packet network
serving business customers.

Telcordia continues to develop
new ways to better serve both its
traditional customers — some of the
world’s leading service providers —
and its smaller-scale, nontraditional
customers. To help both large and
small service providers more easily
deploy new services over next
generation networks, Telcordia is
porting a suite of operational
support systems (0SS) to the IBM
eServer pSeries™ and is using IBM
Global Services for consulting and

Robust communications are critical to support oil exploration, large-scale construc-
tion, and mobile operations. SAIC, the systems integrator for Halliburton’s worldwide
SATCOM network, recently added 16 fixed sites in West Africa to the network’s wide
array of portable, shipboard, and fixed systems. Our SATCOM engineering,
management, field operations, and licensing expertise dramatically increased voice
and data network performance while helping reduce the cost of remote operations.

systems integration services. Service providers will benefit from a more
flexible and cost-effective UNIX®-based environment for service creation
that retains the renowned Telcordia reliability and scalability. IBM says
that “by partnering with Telcordia, we are providing leading network
transformation offerings to help service providers and their customers
cut costs and transform the way they do business.”

Telcordia also combined its market-leading solutions for telecommuni-
cations software into a single, integrated next generation 0SS and
successfully completed the first customer shipment of this ground-
breaking initiative. Next generation OSSs enable service providers to
deliver Digital Subscriber Line, ATM, Frame Relay, and high-speed Internet
access to hundreds of millions of customers.

To help service providers implement our solutions and those of other
companies, Telcordia provides end-to-end network consulting and
engineering support. As the architect of the U.S. telephone system,
Telcordia has unsurpassed expertise in integrating new, evolving
technologies with legacy circuit-switched systems. Our experts and
analytical tools also advise providers on how to develop, optimize, and
position next generation products and services.
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ENERGY

As Entergy’s [T partner, SAIC provides complete IT outsourcing services, ranging from
infrastructure and telecom support to data center operations. All of our services are
focused on helping Entergy reduce costs and improve performance as it implements
its long-term business strategy. To suppert our IT partner, SAIC has leveraged IT
assets to quickly enable the integration of heterogenesus systems, expanded
netwerk capacity and increased network reliability, reduced telecommunications
costs, and improved software development processes, as well as assumed the role
of systems integrator for third-party contracters.



ecause our energy
D) ) customers face a
myriad of world
D > changes, including a
weak global economy,
industry mergers, and changing
government priorities, they seek
trusted partners who can help them
reduce costs, streamline operations,
and increase effectiveness.

Qil and gas

The cyclical nature of oil and gas
prices makes it essential for our oil
and gas customers to keep their
operations efficient and their costs
low. For more than 25 years, SAIC
has created cost-effective high-tech
solutions to help both upstream and
downstream oil and gas customers
maximize efficiencies and profits.

In early FY 2003, SAIC became
the single-point provider for all
information technology (IT) services
to BP’s upstream business units in
the continental United States. This
will help BP move to a flexible, cost-
effective IT outsourcing model. Our
Houston staff will provide data
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management, Web development, applications support, and other services.

We strengthened our ability to support our downstream oil and gas
customers — from the refinery to the gas pump — by acquiring Oracle
Energy Downstream. OED software products help manage information for
the supply, trading, storage, and distribution of crude oil and oil products.

As a leader in knowledge management, SAIC has helped petroleum
industry giants BP and PDVSA increase productivity and save millions.
Now SAIC is helping Amerada Hess’s Exploration and Production
Business implement knowledge management projects that could help
improve business processes and save money across the entire
corporation. The three pilot projects focus on production wells in Algeria,
high-pressure/high-temperature wells in Norway, and preventing
downhole failure in U.S. onshore wells. So far, the projects have increased
performance and enhanced productivity, saving Amerada Hess several
million dollars.

In conjunction with Unocal Corporation, SAIC initiated a knowledge
management program to implement a knowledge environment. The first
pilot project is under way and focuses on improving well completion effi-
ciencies in the Gulf of Mexico, Alaska, Thailand, and Indonesia. An early
successful application included the infusion of learning processes to cap-
ture experience gained from Indonesia’s redevelopment of a gas strategy.

SAIC consultancy

To help leading energy companies develop and implement innovative
business strategies, SAIC created a global consulting group — SAIC
Consulting — that draws on SAIC’s deep scientific experience and innova-
tive technology solutions. For example, we are helping major oil and gas
companies manage strategic programs to develop and deliver digital oil
fields. SAIC Consulting is based in London, Houston, and Washington, D.C.
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Utilities

With 30 years of experience provid-
ing solutions for utilities, we use our
deep industry knowledge to help
customers improve efficiency, cut
costs, and improve service. This
proven experience helps utilities
better respond to deregulation and
positions them for growth,

For example, Entergy spent $37
million less than its peers for the
same IT services through SAIC,
according to benchmarking by an
industry analyst. At the same time,
Entergy received a 33% improved
customer service response. Our
technology enabled Entergy users
to receive faster responses from
both service representatives and a
self-service Web site.

We also worked with Entergy to
bring three nuclear power plants
into the Entergy operation. Besides
helping determine what would be

needed to make the “day-one cutover” to Entergy, SAIC provided several
IT infrastructure and applications services. This included establishing IT
infrastructures for two nuclear plants, integrating databases, and
implementing new voice and data circuits.

One of the largest utilities in the United Kingdom, ScottishPower,
contracts our Calanais subsidiary to provide a high level of IT support to
maintain its competitive advantage in the deregulated U.K. utility market.
Calanais delivered over $15 million in IT cost savings and benefits to
ScottishPower in the first year of our contract, and expects to deliver
about $118 million in cost savings and benefits over the five-year contract.

To help ScottishPower establish its energy trading business, Calanais
developed a robust and flexible platform that supports all trading areas
around the clock. ScottishPower’s largest business customers can now
receive detailed billing invoices through the Internet, thanks to another
new system integrated by Calanais. Currently, 26 major customers
operating at 16,000 sites use the new service.

In addition, our joint venture with Rolls-Royce — Data Systems &
Solutions — is working with a nonprofit energy industry consortium to help
enhance efficiency and minimize risk in power plant operations, DS&S
efforts include implementing two combined-cycle gas turbine simulator
projects for the Electric Power Research Institute (EPRI) to better prepare
plant operators for possible outages. Additionally, the projects allow
DS&S to better train control room operators, supervisors, and plant
equipment operators.

QOur Data Systems & Solutions jeint venture designs and builds power plant simula-
tors te help U.S. and international clients such as the Electric Power Research
Institute (EPR!) and Magnox Electric enhance efficiency and minimize risk.




SAIC infuses new technology and processes into BP’s IT infrastructure by managing
and hosting 1,500 software applications at service centers across the U.S. These
centers are designed to provide flexible solutions while increasing cost savings,

improving service delivery quality, and fostering IT availability. At the Naperviile,
Illinois, center (above), we support BP technical and business applications written in
4o different languages.

Our deep industry knowledge ranges from expertise in developing
nuclear plant monitoring and simulation systems to creating valuable
asset management solutions. To help ensure the safety and reliability of
the Liyujiang Power Station in China, Data Systems & Solutions installed
static excitation systems that reduce megawatt power swings to maintain
station integrity. In the past five years, DS&S has installed power systems
in 18 power stations in China.

For the Novovoronezh nuclear power plant in Russia, a Data Systems &
Solutions system monitors more than 2,000 plant safety parameters and
allows operators to assess plant safety status quickly, without having to
continually survey control room instruments. Dominion Energy chose
DS&S to integrate a new plant process computer system to improve safety
and maximize uptime at its North Anna nuclear power station in Virginia.

Public energy

The economic health of nations is tied to available and reasenably priced
energy. Knowing the impact of energy on citizens and businesses, SAIC led
the way on energy conservation and critical infrastructure support.

To help ensure energy availability, SAIC helped California design and
implement the successful “Conservation 20/20” program, which helped
alleviate the energy crisis in the summer of 2001. Despite a warm summer,
California beat the goal of a 10% energy reduction and ensured power for
the state’s residents and businesses. In partnership with the San Diego
Regional Energy Office, we are now working with numerous local agencies
to determine energy infrastructure investments needed for the region.

This includes energy supply and
demand requirements and energy
forward price forecasts.

In addition, SAIC worked with the
state of Wisconsin to help business-
es achieve $3.3 million in cost
reductions and 3 million therms of
natural gas energy savings.

On the national level, one of
our forecasting systems (built for
DOE) models the entire U.S. energy
sector. We are modifying this
system to help Canada make
long-range forecasts of energy
supply, demand, and prices.

Our expertise in critical infra-
structure protection includes model-
ing and vulnerability assessments
for the electrical grid and water, gas,
and oil pipelines. SAIC is one of the
few companies that integrates
operating and control systems and
provides physical and cybersecurity
systems for nuclear and nonnuclear
power plants.
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Warfighters on the move can easily access large amounts of geespatial data for
targeting, route planning, and other purpeses with our GeoRover™i| Geospatial
Information System product. The multipurpose tool imperts and displays multiple
layers of infermation from inteliigence databases and allows users to plot Global
Positioning System tracks and field data over map and imagery displays.

SECURITY



ighting terrorism and
protecting vital U.S.
interests requires reliable
intelligence and the
ability to quickly get
the right information to the right
decision makers so warfighters can
take appropriate action.

For more than three decades,
SAIC has made important contribu-
tions to national security — in every-
thing from policy to practice — and
we continue to help our customers
meet their most important technical
and strategic requirements.

Integrating information for
dynamic command and control

To achieve operational dominance,
commanders need high-speed,
interoperable systems that allow
them to quickly access critically
needed information and control that
information dynamically. Ranked by
Federal Computer Week as the top
systems integrator for the U.S.
Government, SAIC designs,
integrates, and manages next
generation systems and networks
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to enable rapid and secure distribution of vital information.

We are helping to upgrade the U.S. military’s worldwide network for
command, control, communications, computer, and intelligence (C4l)
systems. The Defense Information Systems Network (DISN) carries a
wide range of voice, video, and data communications to joint command
organizations. To improve interoperability and bandwidth, we are
integrating disparate telecommunications systems into DISN and helping
expand this large-scale Asynchronous Transfer Mode (ATM) network.

At the service level, we are helping Space and Naval Warfare Systems

_ Command (SPAWAR) and the U.S. Navy deploy more secure, more reliable,

higher bandwidth networks. For example, we help SPAWAR upgrade ship,
submarine, and aircraft information networks to deliver high-speed
Internet connectivity. We are also helping SPAWAR develop new kinds of
secure communications networks that can be rapidly formed and reformed
in the field without a fixed infrastructure.

To enable faster, more efficient mobilization of National Guard and U.S.
Army Reserve units, we developed the Reserve Component Automation
System (RCAS). When the September 11 attacks disrupted telephone
networks, the Guard relied on the RCAS e-mail system to help coordinate
search and recovery operations. They also relied on a voice-over-Internet
Protocol capability that we previously integrated into RCAS. Thanks to
RCAS, Guard and Reserve units at more than 3,800 locations worldwide
can now process deployment orders in four days instead of 25.

Intelligence solutions

Operation Enduring Freedom has increased the demand for more and
better intelligence on all fronts. We help warfighters and the intelligence
community collect, analyze, and disseminate critical, time-sensitive
information with tools such as our award-winning Virtual Threat Assessor.
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To help U.S. Air Force crews
maintain situational awareness of
potential threats to themselves and
their aircraft, Virtual Threat Assessor
provides current image and threat
data for any airfield in the world via
a classified Internet network,

For U.S. Pacific Command Joint
Intelligence Center, our imagery
processing and exploitation technol-
ogy has routinely identified impor-
tant equipment movements hours
before traditional methods. For U.S.
European Command Joint Analysis
Center, we analyze large amounts of
data *o understand the capabilities
and intentions of terrorists and
issue warnings of possible attacks.

~ We also are helping the National
Imagery and Mapping Agency meet
the ircreased demand for new and
better digital maps and other
geospatial products in support of
the war on terrorism.

Policy support and analysis

To help customers respond to
rapid.y changing policy issues,
our national security centers of
excellence perform complex policy
analysis and research on problems
such as information warfare,
counterterrorism, arms control,

nonproliferation, and humanitarian issues.

SAIC’s analysts and strategists work as integral members of our
customers’ teams to help solve the toughest problems. For the Office of
the Secretary of Defense and U.S. Joint Forces Command (JFCOM), we
examine the activities of potential adversaries who may threaten the U.S.
homeland and U.S. citizens. We work closely with JFCOM to develop joint
warfare concepts and identify technologies to build tomorrow’s military.

For the Air Force Air Combat Command, we provide worldwide advisory
and assistance services, such as gathering and analyzing requirements for
electronic warfare to suppress enemy air defenses.

For a NATO Theatre Ballistic Missile Defense feasibility study, SAIC
analysts examined weapons systems, sensors, and battle management
C4l systems that can be used to protect deployed troops or NATO regions.

To help safeguard the U.S. nuclear weapons stockpile, SAIC experts
provide technical support in nuclear weapons refurbishment, strategic
planning, and nuclear materials control to the National Nuclear Security
Administration. We also support Department of Energy efforts to safely
and securely transport radioactive materials, including nuclear weapons
and components. As the program and integration support contractor for
the Army chemical demilitarization program, SAIC provides technical sup-
port for the destruction of the U.S. chemical weapons stockpile.

Modeling, simulation, and training
Our modeling and simulation expertise helps the military improve
systems, tactics, and training. For the Air Force Research Laboratory, we
developed breakthrough modeling technology that improves warfighter
safety and performance. Our first implementation - a pilot model that
“flies” a Joint Strike Fighter flight simulator — won the Air Force’s top
award for modeling and simulation. This technology helps engineers
identify crew system concepts that maximize mission effectiveness.

To train security teams to safeguard seaports and harbors, SAIC devel-
oped a cost-efficient port simulation system. Running on laptop comput-
ers, the portable system can duplicate any harbor or port using satellite




> )
ﬂllﬁh‘l’w@llmﬁ

35

To provide on-demand intelligence for the Air Mobility Command, SAIC developed

an integrated suite of Web-enabled applications that allows warfighters anywhere in
the world to receive intelligence for mission planning and execution in a format of
their choice.
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and video images and still photo-
graphs with precise measurements
of sea channel depth and other vital
navigation information.

Expanding our capabilities, we
signed an agreement to cooperate
on a wide range of modeling, simu-
lation, and training activities with
QinetiQ of the United Kingdom.
QinetiQ is a commercial company
comprising the vast majority of the
U.K.’s former Defence Evaluation
and Research Agency.

For one of the military’s premier
training ranges — the U.S. Army
National Training Center — we are
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integrating voice and data systems on a single network, which will
upgrade training capabilities for more soldiers and tanks while lowering
costs. Base emergency agencies and up to 3,000 observer/controllers will
be able to more efficiently communicate via digital messages. Up to 2,500
armored vehicles and soldiers can transmit their GPS position and
weapons events — in real time — to the Exercise Control Center.

Research and development
SAIC has played a key role in helping the military revolutionize the way it
fights wars. That role expanded at the start of the new fiscal year when
the U.S. Army selected the Boeing-SAIC team as the lead systems
integrator for the Future Combat Systems (FCS) program. Envisioned as an
umbrella system linking a myriad of manned and unmanned platforms,
the FCS will serve as the foundation for developing a next-generation
force that is faster, lighter, smarter, and more lethal.

We had already been helping the Defense Advanced Research Projects




Agency (DARPA) develop advanced technologies for the Army’s future
combat systems. For example, we are developing prototype perception
systems for unmanned ground vehicles. Using active and passive sensors
and artificial intelligence software, the systems help ground robotic
vehicles identify and navigate around many different obstacles.

With missile defense now a U.S. priority, the Missile Defense Agency
(MDA) is transforming its programs to focus on a single, integrated and
layered Ballistic Missile Defense System (BMDS). At the request of MDA,
SAIC became a member of the Missile Defense National Team, a
collaborative enterprise of industry and government. We are providing
missile defense systems engineering, including system definition,
requirements specification, systems analysis, and integration. In addition,
SAIC is using advanced information technology to facilitate collaboration
and speed the development of BMDS.

Our expertise in unmanned aerial vehicles and tactical information
systems also helps U.S. military respond to immediate threats. At DoD’s
request following September 11, we accelerated development of a modi-
fied, low-cost robotic aerial vehicle able to perform various missions, such
as reconnaissance, forward communications relay, and weapon delivery.

Offering a view into the microtechnology and nanotechnology worlds, our scanning

electronic microscope (below) helps us fabricate new systems and develop new
processes for our customers, including DARPA and the Air Force. Working from any
high-resolution radar data, our patented technology (above left) can inexpensively
meet the demand for high-accuracy, three-dimensional worldwide terrain maps.
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To enhance port and habor secu-
rity, our rapidly deployable systems
provide all-weather surface and
subsurface surveillance against
many threats. The systems’ work-
stations display target tracks and
output from all available sensors.

For deployed Navy Battle Group
combatants supporting Operation
Enduring Freedom, SAIC designed
and developed processor upgrades
that provide fleet decision makers
with critical, time-sensitive C4ISR
information more than 10 times
faster than previous processors.
Since the rugged “plug & play” kits
SAIC designed do not require total
replacement of all components of
the system, the costs are reduced.




38

LOGISTICS

esponding to new and
@ emerging threats, the

U.S. military is develop-
\ } ing new ways to equip
and restructure itself.
Achieving this transformation, often
callec the Revolution in Military
Affairs, requires a parallel revolution
in military logistics. SAIC and
AMSEC LLC are at the forefront,
developing advanced logistics sys-
tems to enable rapid deployment,
sustainment, and continued readi-
ness of critical weapons systems.
Tha same SAIC engineers who
pioneered the automated logistics
planning support technology used
in the Advanced Logistics Project
are now working to make that tech-
nology more scalable and surviv-
able. Their goal: distributed, global
logistics systems that can dynami-

cally recover during chaotic wartime conditions. Under another initiative
for the Defense Advanced Research Projects Agency, we are developing
Web-based decision support tools to help realign logistics resources
faster when operational situations change.

SAIC is helping the U.S. Air Force accelerate and further automate the
process to obtain weapon system sustainment services, modifications,
and repairs. For the U-2 reconnaissance aircraft, we developed an ad-
vanced support system to better manage specialized parts and suppliers.

Our AMSEC personnel have provided more than 20 years of life-cycle
support services to the Navy and other DoD customers. Our logisticians
streamline the delivery and maintenance of important logistics data for
ships and submarines — freeing sailors for operational needs and enhanc-
ing mission readiness. For major ship repair periods, our planning tools
and supply and warehousing activities reduce preparation time and speed
repair work — resulting in more rapid return to operational status.

We upgrade a wide range of existing systems to meet new operational
requirements. For example, we developed a process to integrate new com-
mercial localizer antennas into existing Air Force landing systems. The
result: higher precision approach and landing at 95 air bases worldwide.

To help U.S. Air Logistics Centers ensure the readiness of frontline air-
craft, we manage over 20,000 line items of bench stock and consistently
exceed 99% availability of parts.

{Below) SAIC engineers inspect a UHF communications system installed on an
F-15 undergoing depot maintenance at Warner Robins Air Logistics Center. SAIC is
improving the repair and fault isolation process for a variety of communications
systems maintained by the center.




SPACE

AIC works at the lead-
ing edge of systems for
space exploration, mili-
tary intelligence, and
global climate change
research, To increase our under-
standing of changing ozone and
greenhouse gas concentrations, we
recently provided wide-ranging sup-
port for an important NASA mission.
Our scientists traveled to
Kazakhstan for the Stratospheric
Aerosol and Gas Experiment (SAGE)
I1l, where they provided instrument
integration and testing for the suc-
cessful launch of the SAGE 11l instru-
ment on board a Meteor-3M Russian
spacecraft. We also provided mis-
sion planning, phengmenology
algorithms, and software develop-
ment for the experiment, which

The Naval EarthiMap Observer program will map the majority of the Earth’s surface to

address the critical needs of warfighters and the world science community for remote
sensing data with moderate spatial resolution and high spectral resolution. A leader
in hyperspectral imaging technology, SAIC built a Coastal Ocean Imaging
Spectrometer (above) that will provide hyperspectral imagery for this joint govern-
ment and industry program.

NASA Administrator Sean O’Keefe cited as a “major milestone for NASA's
Office of Earth Science.”

This effort was part of our end-to-end support for global climate
change research at NASA Langley Research Center, where we also operate
the Atmospheric Sciences Data Center to analyze data for the worldwide
Earth science community.

SAIC plays a leading role in NASA’s International Space Station
program, which transitioned in 2001 from a purely developmental effort to
an operational orbiting facility. Our engineers help plan and execute
operations ranging from joint Space Shuttle/Space Station missions to
space walks. Through our involvement, critical procedures have been
modified, equipment added, and overall mission risk controlled.

Our expertise in hyperspectral imagery supports both military and
civilian customers. For example, SAIC is building a hyperspectral camera,
called a Coastal Ocean Imaging Spectrometer, that will provide hyper-
spectral imagery for the U.S. Navy, and for civil applications such as land
use management, environmental monitoring, and mineral exploration.

For the Air Force, SAIC is building an imaging payload with an LED-array
illuminator (for imaging in the Earth’s shadow) for the X55-11 microsatel-
lite. The XSS-11 is designed to rendezvous with resident space objects in
low Earth orbit and perform autonomous co-orbital maneuvers.
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HEALTH CARE and BIOMEDICAL RESEARCH

U.S. military medical treatment facilities use the SAIC-developed Composite Health
Care System (CHCS), the world’s largest integrated health care information system,
to provide worldwide support to more than 8 miltion patients. Today, we provide
hardware maintenance, software engineering, and network services to enhance the
system’s functionality, CHCS facilitates documentation, srder entry, and test result
retrieval as well as resource management and patient administration functions, At
the Madigan Army Medical Center’s new Okubo Medical Clinic (below), CHCS is used
te quickly check in patients and make their medical informaticn easily accessible to
health care providers from nearby workstations.

s e




AlC's world-class
expertise in medical
research and informa-
tion technology (IT)
supports the genomics
revolution, helping usher in an era
of better disease prevention and
medical treatments. We used our
expertise to speed up the identifica-
tion of genes that are activated in a
given disease process. This work
supports a world leader specializing
in molecular pathology and tissue
proteomics, LifeSpan BioSciences.

For the National Cancer Institute
(NCI}, we operate one of the world’s
premier cancer and AlDS research
facilities and support a wide range
of research areas, including bio-
chemistry and spectroscopy as well
as an in-house biopharmaceutical
manufacturing facility that provides
clinical materials to expedite pre-
clinical and clinical trials.

We also work to discover how
genetic instructions enable cells to
create millions of protein variations
and what those proteins do. As part
of this work, the Basic Proteomics
Program for the NCI was created.
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Our proteomics and molecular biology research supports the
development of new therapeutics. To combat devastating diseases such
as malaria, anthrax, and HIV, SAIC works with the National institute of
Allergy and Infectious Diseases and NCI to identify candidate vaccines. A
promising anthrax vaccine candidate we produced is now being tested.

We help some of the world’s largest pharmaceutical companies better
manage the development of commercially viable pharmaceuticals. For
example, we manage and improve IT applications supporting critical
research and development at Bristol-Myers Squibb and Pfizer. We also
helped these industry leaders better interface with their worldwide
operating units, and we integrated IT assets from the acquisition of
DuPont Pharmaceuticals into Bristol-Myers Squibb.

We help our customers meet government regulations as well as their
business and clinical goals. We help organizations such as Ascension
Health meet Health Insurance Portability and Accountability Act (HIPAA)
standards while improving processes and lowering costs. SAIC and
Ascension Health jointly developed a Web-accessible HIPAA tool kit to
help facilities in the 7o-hospital Ascension Health system conduct
vulnerability assessments.

We cut IT costs nearly 50% for the Military Health System sustainment
program while improving system reliability and operational efficiency. This
helped health care professionals provide better care at 140 military health
care facilities worldwide.

To improve communications and help Veterans Affairs staff gain easy
access to critical emergency response and preparedness systems, we
provide support to Web-enable applications.

To educate and inform the public on health issues, the Department of
Health and Human Services (HHS) uses SAIC-developed multimedia Web
sites. SAIC services help HHS improve telecommunications, make grant
management easier, and support research and clinical programs.




With extensive experience across commercial, federsl, and state projects, SAIC has
been the prime remediation contractor on hundreds of sites. At an Army site in
Georgia (above), SAIC scientists take field samples to monitor contamination of soil
and groundwater from former underground storage tanks. Working with Army staff,
we tested the effectiveness of different technologies for removing the petroleum
contaminants and recommended alternatives to expedite remediation of the site.

ENVIRONMENT




or decades, SAIC has

provided integrated

technical solutions to help

customers meet

challenging environ-
mental, health, safety, and
infrastructure needs.

Bechtel SAIC, LLC continues to
support the U.S. Department of
Energy as the management and
operating contractor for the Yucca
Mountain high-level nuclear waste
repository program. President Bush
recently approved the Secretary of
Energy’s recommendation that the
Yucca Mountain site be designated
as the nation’s repository for high-
level waste. Work will soon be
underway preparing a license
application to the U.S. Nuclear
Regulatory Commission.

We are helping the U.S. Army
Corps of Engineers manage
hazardous and toxic waste, and
plan for environmental cleanup at
multiple sites. In Tennessee, we are
helping the Corps of Engineers and
the U.S. Environmental Protection
Agency restore the 2,700-acre Davis
Mill Creek area of Copper Basin,
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damaged by 150 years of logging and copper mining.

To help solve another complex environmental problem, SAIC is bio-
remediating 5,000 cubic yards of hazardous soil at a former Army instal-
lation in the Midwest that manufactured explosives and nerve agents.

We also provide a full range of engineering, safety, and occupational
health services to U.S. Air Force customers worldwide. For example, SAIC
is developing a Web-based, interactive decision support tool to better
manage the complex regulatory, environmental, safety, and other issues
involved in designing, operating, and closing training ranges.

SAIC provides technical and logistical support to two important
nonproliferation programs in the former Soviet Union. We are helping
Russia remove functions and equipment from the nuclear weapons
complex, reduce the physical size of plants and infrastructure, and create
sustainable nonweapons work for displaced weapons workers.

Our integration of project information, planning, compliance, and
remediation services is critical to helping American Airlines complete
construction of a new, $1.9-billion terminal at JFK [nternational Airport on
schedule, allowing new gates to open over the next four years. For
another major airport expansion project, the City of Cleveland selected
SAIC to help mitigate areas impacted by the historical use of deicing fluids
at Cleveland Hopkins international Airport.

To help utilities and independent power producers comply with Clean
Air Act amendments, SAIC is partnering with major equipment suppliers to
design and install emissions control upgrades at multiple coal-fired plants.

Our environmental expertise is also helping to protect both the United
States and Mexico along their shared border. Working with the U.S.
Environmental Protection Agency, U.S. state and local agencies, and
Mexico, we helped create procedures to respond to hazardous incidents
that could affect both nations, including chemical and biological agents
released by terrorists.
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CRIMINAL JUSTICE

For many years, SAIC has assisted the Department of justice in providing criminal
investigative training and basic potice training to law enforcement communities in
many nations. Now, we are alse helping train law enforcement officials from around
the world at the International Law Enforcement Academy in New Mexico (below).
SAIC developed the academy’s curriculum and operating procedures and now serves
as site manager for the academy, coordinating the activities of students, instructors,
and interpreters.




AlC’s criminal justice

systems severely lessen

the ability of criminals

to remain hidden from

taw enforcement
officials, help move criminals more
efficiently through the justice
system, and improve the operation
of correctional facilities.

We are a key partner in some of
the FBI's most important programs
to develop more powerful tools and
technigues for criminal investiga-
tions. To give FBI agents faster, bet-
ter, secure access to information
needed for investigations, SAIC is
working on an accelerated schedule
to migrate legacy applications from
five systems — approximately 4
million lines of code - into a single
enterprise solution easily accessible
through a secure Web interface.

Law enforcement, first respon-
ders, and criminal justice officials
throughout the U.S. and Canada
turn to the FBI's Law Enforcement
Online (LEO) service to find informa-
tion that helps solve and prevent
crimes — from sensitive information
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on crimes against children to expert advice on explosive devices and time-
ly intelligence on homeland security issues. LEQ, the award-winning, Web-

based service we designed, built, and manage for the FBI, in conjunction

with Louisiana State University, serves more than 32,000 users worldwide.

To help ensure that telecommunications carriers have the necessary
capability and capacity to assist law enforcement investigations, our
telecommunications engineers and analysts support the FBI in
implementing the Communications Assistance for Law Enforcement Act
(CALEA). SAIC helps develop telecommunication standards, conducts
engineering design assessments, and tests systems.

To give U.S. law enforcement better resources in the wake of
September 11, we are upgrading two SAIC-developed systems used
throughout the nation. We are improving the system that conducts
background checks on non-U.S. citizens purchasing firearms. We also are
expanding a national database to accommodate increased criminal
background checks for civilian jobs such as hazardous waste haulers.

Access to our high-availability criminal history and “hot files” database
system will aid criminal identification and safety for law enforcement
officers in Kentucky and Michigan. The system also offers information to
courts, parole officers, and social services, which will complement
Kentucky’s future Unified Criminal justice Information System (UCJIS). We
helped Kentucky plan its UCJIS to include information on individuals from
arrest and court appearances through corrections, parole, and contact
with other agencies.

We help make the justice system more efficient through systems for
video arraignment of suspects, managing prison inmates, and managing
court files. Courts in Puerto Rico are moving toward an all-digital case file
management process with a plan created by SAIC. We are helping design
and develop the electronic system to manage court case documents.
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SAIC’s family of companies is noted for innovative technology solutions,
superior results, and employees who are committed to customer satisfac-
tion and long-term business relationships. Employee ownership is the key
engine that disseminates this commitment to our customers throughout
SAICs family of companies.

Our culture and values are shared by our subsidiaries, our joint ventures,
and many of our alliance partners. Qur SAIC Venture Capital Corporation
(VCQ) subsidiary and our Telcordia VCC subsidiary make minority invest-
ments in alliance companies with important emerging technologies such as
networking infrastructure, bioinformatics, wireless, and e-commerce.

SAIC subsidiaries

TELCORDIA TECHNOLOGIES: Serving many of the world’s leading service
providers, our Telcordia subsidiary is one of the world’s largest telecommu-
nications software and consulting companies and the leading provider of
operational software for the telecommunications industry.

SAIC FREDERICK: Our SAIC Frederick subsidiary operates the National
Cancer Institute’s leading center for cancer and AIDS research.

CALANAIS LTD.: A wholly owned subsidiary, Calanais provides IT out-
sourcing and solutions for one of the largest utilities in the United Kingdom,
ScottishPower, as well as other utility clients in Europe and the U.S.

ANXeBUSINESS CORP.: ANXeBusiness, our 80% owned subsidiary, offers
complete extranet services and a global, secure network for business-to-
business communications worldwide. Mitsubishi Corporation owns a minor-
ity interest in ANXeBusiness and it teams with SAIC and ANXeBusiness to
offer intranet and extranet services in the Asia-Pacific marketplace.

SAIC joint ventures

INTESA: Our INTESA joint venture with one of the world’s largest oil com-
panies — Petréleos de Venezuela, S.A. (PDVSA) — provides IT and outsourc-
ing services to PDVSA and other companies in the Latin America region.

BECHTEL SAIC COMPANY, LLC: Bechtel and SAIC combined their expert-
ise to meet the unique challenges involved in research and possible
development of the nation’s first high-level radioactive waste repository.

AMSEC LLC: AMSEC LLC is a major joint venture between SAIC and
Newport News Shipbuilding, now part of Northrop Grumman. Serving the
U.S. Navy, Coast Guard, and other maritime customers, AMSEC LLC crews
provide technical support for virtually every shipboard system.

DATA SYSTEMS & SOLUTIONS: A joint venture between SAIC and
Rolls-Royce, DS&S provides enterprise asset management, predictive
maintenance, and process optimization to clients in many industries.
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Employee creativity and initiative in solving customers’
problems are critical elements to build a company that
grows and thrives year after year.

SAICs employee-ownership philosophy is the spark
that generates creativity and initiative. For more than
33 years, it has encouraged SAIC employees to find
new and better ways to solve customer problems and
grow our Company.

“Nlake no mistake, employee ownership works,”
says Dr. Beyster. “The initiative, creativity, and interest
in solving customers’ problems comes directly from a
desire by employees to build a better company from
the ground up.”

Employee ownership works because SAIC
employees know that their actions can directly
contribute to their success. Performance-based awards

encourage outstanding performance for our customers.

These include prenegotiated stock option awards for

achieving specific performance goals, employee stock
purchases matched with stock options, and annual
bonuses of stock and stock options,

For more than 33 years, these incentives have
helped motivate our employees to better serve our
customers. When we help our customers succeed, they
often bring us additional work and, through word of
mouth, bring us new customers. As our business
grows and we achieve financial success, it is our
employee shareholders who benefit. That’s how we’ve
continued to grow in a very competitive environment
since 1969.

One measure of our success: we have an 95% win
rate this year for follow-on contracts when we are the
prime contractor. Another measure: more than 33 years
of continuous revenue growth have made SAIC the
largest employee-owned research and engineering
company in the U.S. This has translated into over 33



years of increasing SAIC stock values. In the past five
years, SAIC’s stock price has averaged 37.9% annual
growth. In addition, SAIC’s strong operational
performance helped stabilize SAIC’s stock price during
the slumping stock market of last year.

To encourage all employees to become owners,
the Company provides employees with many ways to
acquire stock. In addition to performance-based stock
incentives and direct purchases, employees also gain
ownership through the Company’s retirement plans.
SAIC retirement plans, current employees, directors,
and their families own 84% of our stock.

SAIC stock is not traded on a national securities
exchange; however, buyers and sellers can trade SAIC
stock in a quarterly internal market operated by our
subsidiary Bull, Inc. In fiscal year 2002, Bull, Inc.
traded approximately 16 million shares worth
$503 million.

“Employee ownership
has always motivated
our employees to
produce exceptional
results... it fs what sets
us apart from our
competitors.”

DR, ). ROBERT BEVSTER,

Crnze Exceutive OrFicer oF SAIC




From helping government customers defeat terrorist
activities to delivering cutting-edge solutions to some
of the world’s biggest information, energy, and health
care companies, SAIC provides a stimulating, diverse
environment in which to work.

This flexible, decentralized environment attracts top
professionals and allows them to excel. This is also one

reason why our retention rate is so high, at a level
seldom matched by other high-tech companies.

On top of that, our employee-ownership philosophy
empawers workers to grow professionally and develop
new business related to their professional interests.

It seems natural that a company that provides this
kind of environment for its employees also goes the
extra mile for its customers. When asked for an
example, our CEO, Dr. Beyster, responded that we
shot ld look to “how SAIC responded to help our
customers and our country after the September 11
attacks in New York and Washington, D.C.”

SAIC provides its employees with benefit choices
designed to suit their needs and the needs of their
families and eligible domestic partners.

Employees may choose between SAIC self-insured
medical ptans and health maintenance organizations
at most locations. The Company also offers eligible
employees programs for dental insurance, life
insurance, and disability coverage.

Other benefits include comprehensive leave,
holidays, tuition reimbursement, and accident and
business travel insurance.

In fiscal year 2002, SAIC contributed more than
$473 million to these benefit plans.
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SAIC retirement plans help employees finance their
retirement. Eligible employees can take advantage of
our Profit Sharing Retirement Plan, our Employee




Stock Retirement Plan, and our 401(k) Plan (called
CODA) that has a Company-matching contribution.

During the year, the Company contributed
about $83.7 million to these plans. At the end of
calendar year 2001, overall plan assets were $4.14
billion. (These numbers include only SAIC Retirement
Plans.)

Employees invest their retirement assets in SAIC
stock and in mutual funds. The funds offer a spectrum
of investment vehicles and provide individual control
over investment alternatives.

As of December 31, 2001, the SAIC Retirement
Plans held approximately 37.8% of the total
outstanding shares of SAIC common stock. (This
stock represented 61.7% of Retirement Plan assets.)
Including Telcordia and AMSEC 401(k) plans, the
retirement plans held 42.7% of the total outstanding
shares of SAIC common stock.
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SCIENCE APPLICATIONS INTERNATIONAL CORPORATION

CONSOLIDATED STATEMENTS OF INCOME

Year ended January 31

2002 2001 2000
_ (In thousands, except per share amounts)
REVEIMUES « « o v vt v ve ettt et et e ettt e e $6,094,508 $5,895,678 $5,529,676
Costs and expenses: ‘
Cost of revenUes. .. ...ttt e e . 4,882,059 4,626,803 4,303,862
Selling, general and administrative expenses ...................... - 767,264 868,504 877,633
Gain on sale of business units, net. ......... .. ... . i (9,784) (120,507) (30,198)
Gain on sale of subsidiary common stock.................. .. ..... ‘ (698,374)
Operating IMCOMmS. « .« .\ vv et ittt et iiaaa e S 454,969 520,878 1,076,753
Non-operating income (expense):
Net (loss) gain on marketable securities and other investments, -
including impairment losses ........... T (455,752) . 2,656,433 2,498
INterest iMCOME. . .. oottt it et et e e 51,656 108,749 54,667
Interest €Xpense . .........o.i ittt (18,099) (19,615) (27,274)
Other income (EXPEnse), NEt .. ... 11,127 24,764 (1,059)
Minority interest in income of consolidated subsidiaries ......... e {16,849) (12,616) (44,200)
Income before income taxes . ... ..o i i e 27,052 3,278,593 1,061,385
Provision for iNCOME TAXES ... oottt te ettt e e 8,346 1,219,637 441,536
Income before cumulative effect of accounting change................ 18,206 2,058,956 619,849
Cumulative effect of accounting change, net of tax (Note A).......... . 711
A Ao Y3 $ 18,917 $2,058,956  $ 619,849
Earnings per share:
Basic:
Before cumulative effect of accounting change .................. $ 08 8§ 8.76 $ 2.61
Cumulative effect of accounting change, net of tax............... 01
$ .09 $ 8.76 $ 2.61
Diluted, before and after cumulative effect of accounting change . . ... $ 08 © § 8.11 $ 2.42
Commion equivalent shares:
BaSI e L it e e 215,016 235,037 237,586
DAIUtEd L 228,465 253,954 256,268

See accompanying notes to consolidated financial statements.
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SCIENCE APPLICATIONS INTERNATIONAL CORPORATION

CON S@LHDATED BALANCE SHEETS

ASSETS
Current assets:

Cash and cash equivalents ........ e e e
Restricted cash .. ... .. .. . e .

Receivables, net . ... ... e e
Prepaid expenses and other current assets ......... ...t i
Deferred income taxes...................o.... S

Total CUTTEME ASSEES . . . . o\ v et ettt e ettt et e e e e et e e e
Property, plant and equipment .. ... ... ... e
Intangible @ssets . ... ...t F
Long-term investments in marketable securities ............. ... ... c.ouu... e
Prepaid pension assets ..................... P ..
Otherassets .....0.......coviiinann. P

LIABILITIES AND STOCKHOLDERS’ EQUITY
Current liabilities: ’

Accounts payable and accrued liabilities. . ... .. e e e
Accrued payroll and employee benefits .......... ... ... o o e
Income taxes payable ............. P e
Notes payable and current portion of long-term debt ............ ... ... ... ...

Total current HABIIIEES . . . ..o v e e e e e e e e e e
-Long-term debt, net of current portion ........ A, e
Deferred income taxes. . . ......covveeennn... R TP

Other long-term liabilities . ... ... AP

Commitments and contingencies (Note P)

Minority interest in consolidated subsidiaries ................ e

Stockholders’ equity:

Class A Common Stock, $.0l parvalue .............. ... ... ... ... .. e
Class B Common Stock, $.05 par value .......................... P L
Additional paid-in capital ......... ...
Retained earnings. ........................ e
Other stockholders’ equity .......... ..., s e _
Accumulated other comprehensive income............ ... . i

Total stockholders’ equity . ...... ..o i P

See accompanying notes to consolidated financial statements.
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January 31

2002

2001

{In thousands)

$ 480,004  $ 644,492
4,845 12,665
708,945 701,750
1,238,789 1,355,713
97,559 92,939
56,192 93,775
2,586,334 2,901,334
555,340 535,524
184,581 225,924
815,548 1,676,621
546,137 540,113
259,749 212,614
$4,947,689  $6,092,130
$1,068,220  $1,173,569
384,548 399,025
220,869 180,304
37,294 31,897
1,710,931 1,784,795
123,472 118,746
254,216 538,567
302,115 281,225
33,202 24,640
1,993 2,202

13 14
1,550,716 1,393,600
956,042 1,918,253
(56,309) (41,694)
71,298 71,782
2,523,753 3,344,157
$4,947,689  $6,092,130
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CONSOLIDATED STATEMENT OF STOCKHOLDERS’ EQUITY
AND COMPREHENSIVE INCOME

Balance at February 1, 2000 ........
Netincome ....................

Other comprehensive income ... ..

Issuanices of common stock . .. .. ..
Repurchases of common stock .. ..

Income tax benefit from employee
stock transactions .............

Stock compensation .............
Unearned stock compensation. . . ..
Issuance of subsidiary stock ......

Dividends on subsidiary preferred
stock ...

Net payments on notes receivable
for sales of common stock ......

Balance at January 31, 2000 ........

Netincome .............o.ooine
Other comprehensive loss ........
Issuances of common stock ... ...
Repurchases of common stock .. ..

Income tax benefit from employee
stock transactions .............

Stock compensation .............
Unearned stock compensation . . ...
Issuance of subsidiary stock ......
Net payments on notes receivable
for sales of common stock ... ...

Balance at January 31,2001 ........

Netincome .........covvuen...
Other comprehensive loss ........
Issuances of common stock.......
Repurchases of common stock .. ..

Incone tax benefit from employee
stock transactions .............

Stock compensation .............
Unearned stock compensation. . . ..
Issuance of subsidiary stock ......
Net payments on notes receivable for

sales of common stock .. ........

Balance at January 31, 2802........

Common Stock

Class A Class B
1,000,000,000 5,000,000 Other Accumulated
sharc?s sharf:s Additional stock- other
authorized authorized paid-in Retained holders’  comprehensive ~ Comprehensive
Shares Amount ~ Shares  Amount capital earnings equity income(loss) income
7 (In thousands)
226,387 $2,264 303 $15 $ 834,757 § 271,379 $(23,928) $ 115
619,849 $ 619,849
71,889 71,889
16,655 167 196,711 ‘
(6,963) (70)' @) (34,979) (184,930)
71,071
3,231
: (7,879)
11,936
(1,736)
) o _ . 420
236,079 2,361 296 15 1,082,727 704,562 (31,387) 72,004 $ 691,738 -
2,058,956 $2,058,956
) (222) (222)
18,044 180 197,758
(33,928) (339) (16) N (135,511) (845,265)
106,185
860
(10,385)
141,581
- _ _ 78
220,195 2,202 280 14 1,393,600 1,918,253 (41,694) 71,782 $2,058,734
18,917 $ 18,917
: (484) . (484)
16,095 161 193,523
(36,999) (370) (13) n (172,381) (981,128)
120,811
2,496
(14,719)
12,667
- . . 104
199,291  $1,993 267 $13 $1,550,716 § 956,042 $(56,309) $71,298 § 18433

See accompanying notes to consolidated financial statements.
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CONSOLIDATED STATEMENTS OF CASH FLOWS

Year ended January 31

2002 200! 2000
(In thousands)
Cash flows from operating activities: : .
INEE INCOME .« ..ttt et ettt et e e e e e e e $ 18917 $ 2,058,956 $ 619,849
Adjustments to reconcile net income to net cash provided by operating activities: )
Depreciation and amortization ... ........ ...ttt 178,746 188,235 187,147.
Non-cash COMPENSAtION . . .. .. vttt ittt e e 71,861 84,788 72,176
Non-cash restructuring charge ....................... e e 61,780
Pension curtailment gain ......................... N . (10,210
Impairment losses on marketable securities .. ....... ... .. . i i .. 466,837 1,441,020
Gain on derivative IMSIUMENES . ...\ttt it N (29,020)
Loss on impaired intangible assets ... ....... .. e 3,100 7,743 50,518
Equity in (income) loss of unconsolidated affiliates........ ... ... ... ... ... . ... P (2,691) (6,047) 6,123
Minority interest in income of consolidated subsidiaries ............... ... ... .. .. oL 16,849 12,616 44,200
Other Non-Cash ItemMS . .. ... i e . 849 - 2,861 1,553
Gain on sale of business units, net . ............ .o R . (9,784) (120,507} (30,198)
Loss (gain) on sale of marketable securities and other mvestments .............. P e 17,935 (4,097,453) (2,498)
Loss on disposal of property, plant and equipment......... . ... ... o e 6,270 6,170 6,960
Gain on sale of sub51d1ary common Stock . ... .. i e (698,374)
Increase (decrease) in cash, excluding effects of acqulsmons and divestitures,
resulting from changes in:
Receivables ... ... e 119,270 (53,075) (134,637)
Prepaid expenses and other current assets.............. S (3,030) 55,880 (67,725)
Progress PaymMents . ... ...ttt e e e (3,235) (1,565) (1,954)
Deferred income taxes........... e e e e (254,465) 403,444 (89,550)
Other @SB . . .o e e . (62,392) (46,706) (13,390)
Accounts payable and accrued liabilities ... ..... PP (94,561) 60,980 320,048
Accrued payroll and employee benefits ....... ... . (12,744)- 54,906 38,520
Income taxes payable. ... ... . e 157,822 112,663 81,150
Other long-term Labilities . ... ... i e 25,156 6,572 44,314
663,260 171,481 434,232
Cash flows from investing activities: . .
Expenditures for property, plant and equipment..................... e (127,277) (147,244) (166,107)
Acquisitions of business units, net of cash acquired . ... ... .. ... ... ... i L (15,210) (35,396) (243,272)
Purchases of debt and equity securities available-for-sale .............. .. ... ... ... ... ... (32,270) (682,061) (445,411)
Proceeds from sale of short-term investments in marketable securities and private investments ........ 464,474 73,226 119,923
Proceeds from sale of business assets, property and equipment .................. .. ... e - 17,315 49,721 63,669
Investments in affilidtes . ... .o i e (64,529) (98,833) (74,324)
Proceeds from sale of affiliate common StOCK .. ..o vttt 1,589,575 729,000
Proceeds from maturities of debt securities held-to-maturity . ... .. e . 9,350
242,503 748,988 (7,172)
Cash flows from financing activities:
Proceeds from notes payable and issuance of long-termdebt .. ........... ... .... [ 918 4,534 3,467
Payments of notes payable and long-term debt. ... ... ... ... e (1,983) (7,982) (859)
Principal payments on capital lease obligations. . ....... ... ... . i o (28,837) (47,327) (44,504)
Net proceeds from subsidiary issuance of stock ......... e e SRR . 16,464 10,106
Dividends paid to minority interest stockholders ........ e N (7,824) (10,561) (9,452)
Sales of COMIMON STOCK .\ ottt ettt e e et e e e e 35,249 49,845 76,783
Repurchases of common stock . ... .. {1,076,950) {926,808) (179,837)
' (1,062,963) (938,299) (144,296)
Effect of exchange rate changesoncash............... ... ... ... T (7,288) (6,998) (2,470)
(Decrease) increase in cash and cash equivalents ........ ... ... ... . . . i (164,488) (24,828) 280,294
Cash and cash equivalents at beginning of year . ............. ... .. ... .. ... el e ' 644,492 669,320 389,026
Cash and cash equivalents at end of year. .......... ... $ 480,004 $ 644,492 $ 669,320
Supplemental schedule of non-cash investing and financing activities: )
Shares of common stock exchanged upon exercise of stock options .............. ... . ..., $ 76,930 $ 54,308 $ 40,142
Capital lease obligations for property and equipment............ ...t .. ~.. 8§ 38974 $ 23,537 $ 23,527
Fair value of assets acquired in acquisitions ..... ... .. ... . . i il PP $ 20,138 $ 62,459 $ 331,544
Cash paid in acquisitions . ... ;... ... . . L oo P (15,210) (35,396) (263,644)
Issuance of common stock in aCQUISILIONS . ... ... ..o i i e (3,000) (19,488)
Liabilities assumed in acquisitions .. ...........o.. ool R $ 4,928 $ 24,063 $ 48412

See accompanying notes to consolidated financial statements.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note A — Summary of Significant Accounting Policies:

Consolidation
The consolidated financial statements include the accounts of Science Applications International Corporation and
all myjority-owned and wholly-owned U.S. and international subsidiaries (collectively referred to as “‘the Company”).
All significant intercompany transactions and accounts have been eliminated in consolidation. Cutside investors’
interests in the majority-owned subsidiaries are reflected as minority interest.

Certain of the Company’s majority-owned and wholly-owned subsidiaries have fiscal years ending December 31,
including its joint venture, Informadtica, Negocios v Tecnologia, S.A. (“INTESA”), which is a joint venture with
Petréleos de Venezuela, S.A. (“PDVSA”). The financial position and results of operations of these subsidiaries are
. incluced in the Company’s consolidated financial statements for the years ended January 31. There were no material
intervening events for these subsidiaries from December 31 through January 31 and for each of the years presented that
would materially affect the consolidated financial position or results of operations..

Investments in affiliates and corporate joint ventures where the Company has an ownership interest representing
between 20% and 50%, or over which the Company exercises significant influence, are accounted for under the equity
method whereby the Company recognizes its proportionate share of net income or loss and does not consolidate the
affiliates’ individual assets and liabilities. Equity investments in affiliates over which the Company does not exercise
significant influence and whose securities do not have a readily determinable fair market value as defined in Statement
of Financial Accounting Standards (“SFAS”) No. 115, “Accounting for Certain Investments in Debt and Equity
Securities,” are generally carried at cost. ‘

During 2000, the Company’s former partially-owned subsidiary Network Solutions, Inc. (“NSI”’) was consolidated
in the accompanying consolidated financial statements. As a result of a series of transactions reducing our ownership in
NSTI at the end of 2000, including the recomposition of the NSI Board of Directors, effective at the beginning of 2001,
the Company no longer consolidated NSI. In 2001, through the merger of NSI and VeriSign, Inc. (“VeriSign™), a
publicly traded company, the Company received shares of VeriSign in exchange for its NSI shares (Note U).

Use of Estimates
The preparation of financial statements, in conformity with accounting principles generally accepted in the United
States of America, requires management to make estimates and assumptions that affect the reported amounts of assets
and liabilities and the disclosure of contingencies at the date of the financial statements as well as the reported amounts
of revenues and expenses during the reporting period. Estimates have been prepared on the basis of the most current
information and actual results could differ from those estimates.

Fair Value of Financial Instruments

The fair value of a financial instrument is the amount at which the instrument could be exchanged in a current
transaction between willing parties and is determined based on quoted market prices, if available, or management’s best
- estimate. It is management’s belief that the carrying amounts shown for the Company’s financial instruments, which
include cash and cash equivalents, short-term investments in marketable securities, long-term receivables, long-term
investments in marketable securities and long-term debt, are reasonable estimates of their related fair values. The
carrying amount of cash and cash equivalents and short-term investments in marketable securities approximates fair
value because of the short maturity of those instruments. The fair value of short-term and long-term investments in
marketable securities is based upon quoted market prices. The fair value of long-term receivables is estimated by
discounting the expected future cash flows at interest rates commensurate with the creditworthiness of customers and
other third parties. The fair value of long-term debt is estimated based on quoted market prices for similar instruments
and current rates offered to the Company for similar debt with the same remaining maturities.

Contract Revenues
The Company’s revenues result primarily from contract services performed for commercial customers, the
U.S. Government, and various international, state and local governments or from subcontracts with other contractors
engaged in work with such customers. The Company performs under a variety of contracts, some of which provide for
-reimbursement of cost plus fees, or target cost and fee with risk sharing, and others which are fixed-price or time-and-
materials type contracts. Revenues and fees on these contracts are recognized as services are performed, using the
percentage-of-completion method of accounting, primarily based on contract costs incurred to date compared with total
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estimated costs at completion. The Company also derives revenues from maintenance contracts and from the sale of
manufactured products. Revenues from maintenance contracts are recognized over the term of the respective contracts
as maintenance services are provided. Amounts billed but not yet recognized as revenue under certain types of contracts
are deferred in the accompanying consolidated balance sheet. Revenues from the sale of manufactured products are
recorded when the products have been delivered to the customer.

The Company provides for anticipated losses on contracts by a charge to income during the period in which the
losses are first identified. Unbilled receivables are stated at estimated realizable value. Contract costs on
U.S. Government contracts, including indirect costs, are subject to audit and adjustment by negotiations between the
Company and government representatives. Substantially all of the Company’s indirect contract costs have been agreed
upon through 2000. Contract revenues on U.S. Government contracts have been recorded in amounts that are expected
to be realized upon final settlement

Cash and Cash Eqmvaﬂems
Cash equivalents are highly liquid investments purchased with an original maturity of three months or less. Cash
and cash equivalents at January 31, 2002 and 2001 include $456,502,000 and $594,291 000 respectively, invested in
commercial paper, institutional money market funds and time deposits.

Envestments in Marketable Securities -

Marketable debt and equity securities are classified as either available-for-sale or held-to-maturity at the time of
purchase. Available-for-sale securities are carried at fair market value and held-to-maturity debt securities are carried at
amortized cost. Unrealized holding gains and losses on available-for-sale securities are carried net of related tax effects
in accumulated other comprehensive income in stockholders’ equity. Realized gains and losses on the sale of available-
for-sale securities are determined using the adjusted cost of the specific securities sold.

At each balance sheet date, management assesses whether an impairment loss on its marketable securities has
occurred due to declines in fair market value and other market conditions. If management determines that a decline in
the fair market value has occurred and is deemed to be other-than-temporary in nature, an impairment loss will be
recognized to reduce the marketable security to its estimated fair market value (Note U).

Restricted Cash
The Company has a contract to provide support services to the National Cancer Institute’s Frederick Cancer
Research and Development Center (“Center”). As part of the contract, the Company is responsible for paying for
materials, equipment and other direct costs of the Center through the use of a restricted cash account which is pre-
funded by the U.S. Government.

Inventories
Inventories are valued at the lower of cost or market. Cost is determined using the average cost and first-in, first-
out methods:

Property, Plant and Equipment ,

Depreciation and amortization of buildings and related improvements are provided using the straight-line method
over estimated useful lives of thirty to forty years and the shorter of the lease term or ten years, respectively.
Depreciation and amortization of equipment is provided using the stratght -line method or the declining-balance method
over their estimated useful lives of three to ten years.

Additions to property and equipment together with major renewals and betterments are capitalized. Maintenance,
repairs and minor renewals and betterments are charged to expense. When assets are sold or otherwise disposed of, the
cost and related accumulated depreciation or amortization are removed from the accounts and any resulting gain or loss
is recognized.

Long-Lived Assets
The Company assesses potential impairments to its long-lived assets when there is evidence that events or changes
in circumstances have made recovery of the asset’s carrying value unlikely and the carrying amount of the asset exceeds
the estimated future undiscounted cash flows. When the carrying amount of the asset exceeds the estimated future
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undiscounted cash flows, an impairment loss is recognized to reduce the asset’s carrying amount to its estimated fair
value based on the present value of the estimated future cash flows.

Intangible Assets

Intangible assets include goodwill of $149,513,000 and other identifiable intangible assets of $35,068,000 as of
January 31, 2002 compared to $180,750,000 and $45,174,000, respectively, as of January 31, 2001 and have been
amortized on a straight-line basis over three to fifteen years. Goodwill represents the excess of the purchase cost over
the fair value of net identifiable assets acquired in an acquisition. Beginning February 1, 2002, goodwill is no longer
amortized in accordance with SFAS No. 142, “Goodwill and Other Intangible Assets,” which is further described under
“Recently Issued Accounting Pronouncements.” Amortization of intangible assets amounted to $35,744,000,
$44,803,000 and $41,077,000 in 2002, 2001 and 2000, respectively. Accumulated amortization of intangible assets was
$161,127,000 and $126,578,000 at January 31, 2002 and 2001, respectively.

In 2002, 2001 and 2000, the Company recognized impairment losses on intangible assets of $3,100,000, $7,743,000
and $50,518,000, respectively, which were included in selling, general and administrative expenses.

Income Taxes ‘

Income taxes are provided utilizing the liability method. The liability method requires the recognition of deferred
tax assets and liabilities for the expected future tax consequences of temporary differences between the carrying
amounts and tax bases of assets and liabilities. Additionally, under the liability method, changes in tax rates and laws
will be reflected in income in the period such changes are enacted.

Stock-Based Compensation
The Company accounts for employee stock-based compensation using the 1ntr1ns1c value method Accordingly,
compensation expense for employee stock options is measured as the excess, if any, of the fair value of the Company’s
stock at the date of grant over the amount an employee must pay to acquire the stock. Pro forma disclosures of net
income and earnings per share, as if the fair value method had been applied in measuring compensatlon expense, are
presented in Note N. The Company accounts for stock options granted to non-employees using the fair value method.

Commeon Stock and Earnings per Share

Class A and Class B Common Stock are collectively referred to as common stock in the Notes to Consolidated
Financial Statements unless otherwise indicated. Since the Company’s inception, it has followed a policy of remaining
essentially employee owned. As a result, there has never been a general public market for the Company’s common
stock. The Company has maintained a limited secondary market which is called the “limited market,” through its
wholly-owned broker-dealer subsidiary, Bull, Inc. Quarterly determinations of the price of the common stock are made
by the Board of Directors pursuant to a valuation process that includes valuation input from an independent appraiser
and a stock price formula. The Board of Directors believes that the valuation process results in a value which represents
a fair market value for the Class A Common Stock within a broad range of financial criteria. The Board of Directors
reserves the right to alter the formula and valuation process.

Basic earnings per share (“EPS”) is computed by dividing income available to common stockholders by the
weighted average number of shares of common stock outstanding. Diluted EPS is computed similar to basic EPS except
the weighted average number of shares of common stock outstanding is increased to include the effect of stock options
and other stock awards granted to employees under stock-based compensation plans that were outstanding during the
period.

Concentration of Credit Risk

Financial instruments which potentially subject the Company to concentrations of credit risk consist principally of
cash ecuivalents, accounts receivable, short-term investments, foreign currency forward exchange contracts and long-
term receivables. .

The Company invests its available cash principally in U.S. Government and agency securities, corporate
obligations, asset-backed and mortgage-backed securities, municipal debt and commercial paper and has established
guidelines relative to diversification and maturities in an effort to maintain safety-and liquidity. These guidelines are
periodically reviewed and modified to take advantage of trends in yields and interest rates. .
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Concentrations of credit risk with respect to receivables have been limited because the Company’s principal
customers are the Regional Bell Operating Companies (“RBOCs”), various  agencies of the U.S. Government and
commercial customers engaged in work for the U.S. Government or within the telecommunications industry. The credit
risk on certain RBOC receivables and other telecommunications customers is greater than in previous years due to the
downturn in the telecommunications market.

Foreign Currency ' : ‘ .

Financial statements of international subsidiaries, for which the functional currency is the local currency, are
translated into U.S. dollars using the exchange rate at each balance sheet date for assets and liabilities and a weighted
average exchange rate for revenues, expenses, gains and losses. Translatiofl adjustments are recorded as accumulated
other comprehensive income in stockholders’ equity. The functional currency of the Company’s foreign subsidiary that
operates in a highly inflationary economy (INTESA) is assumed to be the U.S. dollar. The monetary assets and
liabilities of this foreign subsidiary are translated into U.S. dollars at the exchange rate in effect at the balance sheet
date. Revenues, expenses, gains and losses are translated at the average exchange rate for the period, and non-monetary
assets and liabilities are translated at historical rates. Resulting remeasurement gains or losses of this foreign subsidiary
are recognized in the consolidated results of operations.

Other Comprehensive (Loss) Income

Comprehensive income includes net income and other comprehensive income or loss. Other comprehensive (loss)
income refers to revenues, expenses, gains and losses that under accounting principles generally accepted in the United
States of America are included in comprehensive income but are excluded from net income as these amounts are
recorded directly as an adjustment to stockholders’ equity, net of tax. The Company’s other comprehensive (loss)
income is éomprised of foreign currency translation adjustments, unrealized gains or losses on the Company’s available-
for-sale marketable securities and derivative financial instruments as follows:
: Year ended January 31

2002 2001 2000
. o (In thousands)

Foreign currency translation adjustments . ..... TR $ 954y $ (4,000) % (1,043)
Deferred taxes ....... e 374 1,620 404
Net foreign currency translation adjustments .................. (580) (2,380) (639)
Unrealized (loss) gain on marketable securities .............. - (687,333) (1,371,343) 124,380
Reclassification of net realized losses (gains).......... S 686,397 1,365,378 (1,947)
Deferred taxes ............. P 338 8,123 (49,905)
Net unrealized (loss) gain on marketable securities ........... (598) 2,158 72,528
Unrealized gain on derivatives ..................... e 1,520 ‘

Reclassification of net realized losses on derivatives ........... {1,092)

Deferred taxes ... o e (177

SFAS No. 133 implementation, net of tax........ e 443

Net unrealized gain on derivatives.......................... 694

Other comprehensive (loss) income ................0....... S (484) % (222) $ 71,889

Recently Issued Accounting Proncuncements .

In August 2001, the Financial Accounting Standards Board (“FASB”) issued SFAS No. 144, “Accounting for the
Impairment or Disposal of Long-Lived Assets,” which was effective February 1, 2002. SFAS No. 144 supercedes and
clarifies the accounting in SFAS No. 121, “Accounting for the Impairment of Long-Lived Assets and for Long-Lived
Assets to Be Disposed Of,” and the accounting and reporting provisions of Accounting Principles Cpinion No. 30,
“Reporting the Results of Operations — Reporting the Effects of Disposal of a Segment of a Business, and
Extraordinary, Unusual and Infrequently Occurring Events and Transactions,” for the disposal of a segment of a
business. The Company does not expect adoption of SFAS No. 144 to have a material impact on the Company’s
consolidated financial position or results of operations. :
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In June 2001, the FASB issued SFAS No. 143, “Accounting for Asset Retirement Obligations,” which is effective
for the fiscal year beginning February 1, 2003, and addresses financial accounting and reporting for obligations
associated with the retirement of tangible long-lived assets and the associated asset retirement costs. The Company does
not expect adoption of SFAS No. 143 to have a material impact on the Company’s consolidated financial position or
results of operations. '

In June 2001, the FASB issued SFAS No. 141, “Business Combinations” and SFAS No. 142, “Goodwill and
Other Intangible Assets.” SFAS No. 141 requires that the purchase method of accounting be used for all business
combinations initiated after June 30, 2001 and that the pooling-of-interest method no longer be used. SFAS No. 142
requires that upon adoption, amortization of goodwill will cease and instead, the carrying value of goodwill will be
evaluated for impairment on an annual basis or between annual tests if an event occurs or circumstances change that
would more likely than not reduce the fair value of a reporting unit. Identifiable intangible assets were reviewed for
impairment in accordance with SFAS No. 121, “Accounting for the Impairment of Long-Lived Assets and for
Long-Lived Assets to be Disposed Of” through February 1, 2002 when SFAS No. 144 became effective. The Company
adopted SFAS No. 141 and SFAS No. 142 on February 1, 2002, although certain provisions were applied to
acquisitions closed subsequent to June 30, 2001. Effective February 1, 2002, the Company ceased amortizing goodwill.
As of January 31, 2002, the Company has goodwill of $149,513,000. Implementing the non-amortization provisions of
SFAS No. 142 for goodwill is expected to result in an increase in operating incoime of approximately $25,002,000 in
2003. As part of implementing these new statements, the Company evaluated current goodwill and intangible assets and
reclassified one intangible asset of $1,513,000 as goodwill. The Company did not reclassify any of its previously recorded
goodwill as an intangible asset. The Company also completed an evaluation of its goodwill for the transitional goodwill
impairment test and determined that it will not have a transitional goodwill impairment charge.

Gains on Issuance of Stock by Subsﬁdﬁan’y
Gains on issuances of unissued shares of stock by a subsidiary are reflected as equity transactions and recorded
directlv to additional paid-in capital.

Reclassifications ,
Certain amounts from previous years have been reclassified in the accompanying consolidated financial statements
to conform to the 2002 presentation.

Accounting Change .

Effective February 1, 2001, the Company adopted SFAS No. 133, “Accounting for Derivative Instruments and
Hedging Activities,” as amended. SFAS No. 133 (“Statement”) establishes accounting and reporting standards
requiring that derivative instruments, including derivative instruments embedded in other contracts, be recorded on the
balance sheet as either an asset or liability measured at its fair value. The Statement also requires that changes in the
fair value of derivative instruments be recognized currently in results of operations unless specific hedge accounting
criteria are met. If the derivative is designated as a cash flow hedge, the effective portions of changes in the fair value of
the derivative are recorded in other comprehensive income (“OCI”) and are recognized in the income statement when
the hedged item affects earnings. Ineffective portions of changes in the fair value of cash flow hedges are recognized in
earnings. If the derivative is designated as a fair value hedge, the changes in the fair value of the derivative and the
hedged item attributable to the hedged risk are recognized in earnings. '

The adoption of SFAS No. 133 on February 1, 2001, resulted in a cumulative effect of an accounting change, net of
tax, which increased net income by $711,000 and increased OCI by $443,000.

Note B — Business Segment [nfermation:

The Company provides diversified professional and technical services involving the application of scientific
expertise to solve complex technical problems for a broad range of government and commercial customers in the U.S.
and abroad and is also a global provider of software, engineering and consulting services, advanced research and
development, technical training and other services to the telecommunications industry. These services frequently involve
computer and systems technology. The Company also designs and develops high-technology products. These products
include customized and standard hardware and software, such as automatic equipment identification technology, sensors
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and nondestructive imaging instruments. Product revenues represented 1% of consolidated revenues in 2002, 2001 and
2000.

The Company defines its reporting segments using the management approach, which is based on the way the chief
operating decision maker (“CCDM”) manages the opérations within the Company for allocation of resources, decision
making and performance assessment. While the Company operates in various vertical markets such as national security,
telecommunications and information technology, the Company does not measure operating performance for these
different markets, except in cases when a wholly-owned subsidiary or subsidiaries represent substantially all of the
vertical market. ’

Using the management approach, the Company has three reportable segments: Regulated, Non-Regulated
Telecommunications, and Non-Regulated Other. The Company’s operating groups (“Groups”), on which performance
is assessed, are aggregated into the Regulated, Non-Regulated Telecommunications or Non-Regulated Other segments,

“depending on the nature of the customers, the contractual requirements and the regulatory environment governing the
Groups’ services. :

Groups- in the Regulated segment provide technical services and products through contractual arrangements as
either a prime contractor or subcontractor to other contractors, primarily for departments and agencies of the
U.S. Government. Operations in the Regulated segment are subject to specific regulatory accounting and contracting
guidelines such as Cost Accounting Standards and Federal Acquisition Regulations. Groups in the Non-Regulated
Telecommunications and the Non-Regulated Other segments provide technical services and products primarily to
customers in commercial markets. Generally, operations in the Non-Regulated Telecommunications and Non-
Regulated Other segments are not subject to specific regulatory accounting or contracting guidelines. Groups in the
Non-Regulated Telecommunications segment are primarily involved in the telecommunications business area. For
2002, 2001 and 2000, .the Company’s Telcordia subsidiary made up the Non-Regulated Telecommunications segment.
The Non-Regulated Other segment includes business from all the vertical market areas except for National Security
and Space.

The accounting policies of the reportable segments are the same as those described in Note A except that the
internal measure of operating income before income taxes (“‘segment operating income”) excludes losses on impaired
intangible assets, non-recurring gains or losses on sales of business units,‘subsidiary common stock and similar items,
and includes equity in the income or loss of unconsolidated affiliates and the minority interest in income or loss of
consolidated subsidiaries. Asset information by segment is not a key measure of performance. However, the Company

“does use asset information to allocate an internal interest charge or credit (“Cost of Capital”) to the Groups, which is

included in segment operating income, based on an internal formula which utilizes certain identifiable asset data in
calculating the Cost of Capital. The Company also monitors capital expenditures by Groups. Interest expense, as
reported in the consolidated financial statements, is primarily recorded at the corporate level.

Certain corporate expenses are reflected in segment operating income because such expenses are allocated to
individual cost objectives by the Company, as required by Government Cost Accounting Standards. Certain corporate
expenses are not allocated to the Groups for internal reporting purposes but are managed and evaluated at Corporate.
Because of the nature of the Company’s business, sales between segments are not material and are recorded at cost.
Elimination of intersegment revenues are reflected in the Corporate line item.

The Company formed SAIC Venture Capital Corporation and Telcordia Venture Capital Corporation to manage
its investments in publicly traded and private technology companies. The Company may also spin off technologies that
are considered non-strategic but that may bring future value from an investment perspective. These activities are of an
investment nature and are not reported to the CODM as part of the core operating segments of the Company and,
therefore are shown as “Investment activities” in the reconciliation of segment financial information to the accompany-
ing consolidated financial statements, where appropriate.
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The following table summarizes segment information:

. Year ended January 31
2002 2001 2000
(In thousands)

Revenues: '
Regulated ... . ... $3,920,231 $3,653,785 $3,281,818
Non-Regulated Telecommunications. . ................... 1,435,431 1,603,758 1,396,217
Non-Regulated Other . ........... ... ... i, 784,795 663,099 842,145
Corporate ............ e (45,949) (24,964) 9,496
Total reportable segment revenues............... [P $6,094,508 $5,895,678 $5,529,676
Segment operating income (loss):
Regulated . ... ... . i i $ 258,759 $ 269,028 $ 217,824
Non-Regulated Telecommunications..................... - 188,778 192,973 187,287
Non-Regulated Other ......... ... ... ... . ... ... 63,345 (430) 22,528
Corporate ..........c.iiiiiiiinaa... e e (68,593) (58,045) (79,211)
Total reportable segment operating income ................. $ 442,289 $ 403,526 $ 348,428
Capital expenditures: . ’ -
Regulated ...... ..ottt il $ 29,999 $ 30,622 § 43,549
Non-Regulated Telecommunications..................... 49,673 75,945 60,914
Non-Regulated Other ....... e 45,176 33,637 14,397
COorporate . ..ot e R 2,418 6,643 47,247
Total reportable segment capital expenditures ............... $ 127,266 $ 146,847 $ 166,107

The following is a summary of depreciation and amortization included in the calculation of reportable segment
operating income:
Year ended January 31
2002 2001 2000
(In thousands)

Depreciation and amortization:

Regulated. ... $ 37,297 $ 40,406 $ 31,353
Non-Regulated Telecommunications ......................... 81,794 86,986 81,726
Non-Regulated Other. . .........oouneieeie i, 51,609 53,753 68,181
Corporate . ..., e 7,969 7,045 5,887
Total reportable segment depreciation and amortization ........... $178,669 $188,190 $187,147

The following reconciles total reportable segment operating income to the Company’s consolidated operating
income:

Year ended Januar}; 31

2002 - 2001 2000
- ) (In thousands)

Total reportable segment operating income . ................... $442,289 $403,526 $ 348,428
Investment activities . ...........vuuiunernrerneiinnan.n (8,162) (1,981) (52)
Loss on impaired intangible assets............... ... cun... (3,100) (7,743) (50,518)
Net gain on sale of business units .......................... 9,784 120,507 30,198
Gain on sale of subsidiary common stock.................... 698,374
Equity in (income) loss of unconsolidated affiliates ........... (2,691)  (6,047) 6,123

' Minority interest in income of consolidated subsidiaries .. ...... 16,849 12,616 44,200

Total consolidated operating income ..................cn. .. $454,969 $520,878 $1,076,753
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Consolidated capital expenditures of $127,277,000 and $147,244,000 includes $11,000 and $397,000 on investment
activities for the years ended January 31, 2002 and 2001, respectively. There were no capital expenditures on investment
activities in 2000.

Consolidated depreciation and amortization of $178 746,000 and $188,235,000 includes $77,000 and $45,000 on
investment activities for the years ended January 31, 2002 and 2001, respectively. There was no depre<:1at10n and
amortization on investment activities in 2000.

The following table summarizes geographic information:
Year ended January 31 )
. 2002 2001 2000
(In thousands)

Revenues: _
United States ............ e e $5,594,557 $5,456,035 $5,102,359
Venezuela ................. e 335,542 301,820 334,463
United Kingdom .................... e T 154,665 124,843 64,113
Other international . ................ e P . 9,744 12,980 28,741
Total consolidated revenues ............... e - $6,094,508 $5,895,678 $5,529,676
January 31
2002 2001

(In thousands)
Long-lived assets: ’
United States ... .. P N PO $2,210,249 $3,079,524

Venezuela ....... ... .. .. i i e 127,851 98,933
United Kingdom ................... e 11,998 2,374
Other international .. ............. ... ... ... .... e 11,257 9,965
Total consolidated long-lived assets . ...t e, ... $2,361,355 $3,190,796

During 2002, 2001 and 2000, approximately 58%, 54% and 352%, respectively, of the Company’s consolidated
revenues were attributable to prime contracts with the U.S. Government or to subcontracts with other contractors
engaged in work for the U.S. Government and are reflected in the Regulated segment revenues. No single contract or
customer accounted for revenues greater than 10% of the Company’s consolidated revenues in 2002, 2001 and 2000.

Note C — Acquisitions and Investments in Affiliates:

The Company has nine equity investments, accounted for under the equity method as descnbed in Note A, with
the Company’s ownership ranging from 27.5% to 50%.

The carrying value of the Company’s equity method investments was $31,401,000 and $18,979,000 at January 31,
2002 and 2001, respectively, which includes the unamortized excess of the Company’s equity investments over its equity
in the underlying net assets of $4,774,000 and $6,901,000, respectively. The Company also has cost method investments
of $156,540,000 and $123,232,000 at January 31, 2002 and 2001, respectively.

The Company completed acquisitions of certain business assets and companies in 2002, 2001 and 2000, which
individually were not considered significant business combinations in the year acquired. In some cases, the Company
acquired all the issued and outstanding common stock of certain companies while in other cases, the Company acquired
certain specific assets and liabilities. All of these acquisitions have been accounted for under the purchase method of
accounting and the operations of the companies acquired have been included in the accompanying consolidated
financial statements from their respective dates of acquisition. The aggregate purchase price was allocated to the assets
acquired and liabilities assumed based upon their estimated fair values. The aggregate excess of the purchase price over
fair value of the net tangible assets acquired has been allocated to other identifiable intangible assets and goodwill,
which have been amortized on a straight-line basis over periods of three to fifteen years. Effective February 1, 2002, in
accordance with SFAS No. 142 the Company no longer amortizes goodwill. .
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In 2002, the Company completed five acquisitions for an aggregate cash purchase price of approximately
$17,351,000 and allocated approximately $261,000 and $10,068,000 to other identifiable intangible assets and goodwill,
respectively. Two of these acquisitions with an aggregate purchase price of $1,280,000 were accounted for under SFAS
No. 141 and SFAS No. 142. Potential contingent payments related to these acquisitions are approximately $4,985,000,
payable through 2004, of which $650,000 would be treated as incremental purchase price. Certain of the acquisitions
completed have been recorded based on preliminary financial information. The Company does not anticipate a material
change to the aggregate purchase price or assets acquired and liabilities assumed. As all 2002 acquisitions in the
aggregate are not considered significant business combinations, pro forma financial information is not presented.

In 2001, the Company completed five acquisitions for an aggregate purchase price of approximately $57,014,000
and allocated approximately $435,000 and $48,781,000 to other identifiable intangible assets and goodwill, respectively.
As all 2001 acquisitions in the aggregate are not considered significant business combinations, pro forma financial
information is not presented.

In 2000, the Company completed eleven acquisitions for an aggregate purchase price of approximately
$302,411,000 and allocated approximately $21,600,000 and $136,894,000 to other identifiable intangible assets and
goodwill, respectively. '

Note D — Composition of Certain Financial Statement Captions:
January 31
2002 2001
_{1In thousands)

Prepaid expenses and other current assets:

Prepaid eXpenses . ... .vvu i ... § 51565 $§ 48445
IIVEIEOTIES .« ottt e e e e e 18,580 12,608
Related party receivable (Note J) ..% ... ... eiiiiie.. L .. 7,239 5,029

Other . o it 20,175 26,857
’ $ 97,559 $ 92,939

Short-term investments in marketable securities:
Available-for-sale marketable securities ..........cco i $ 672,145 $ 701,750
Derivative INStrUmenS . o .ottt et e et e 36,800

$ 708,945 $ 701,750

Property, plant and equipment at cost:

Computers and other equipment .......... T 0§ 648,328 $ 513,335
Buildings and improvements . . .. ... .ouutt i ) 232,388 207,521
Leasehold improvements .. .. .. ut e e 141,579 144,119
Office furniture and fIXTUTES . .. ... it e e 71,602 68,537
Land ............ O P 66,307 66,168
Land held for future use ... .. i i 702 702

1,160,906 1,000,382
Less accumulated depreciation and amortization........................ 605,566 464,858

$§ 555,340 § 535,524

L.ong-term investments in marketable securities:
Available-for-sale marketable securities .......... ... .. ... .. .. . ... .. .. $ 628,894 $1,676,621
Derivative instruments. . ..........oviienneinnenn... e P 186,654,

$ 815548 $1,676,621
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January 31
2002 2001
{In thousands)

Other assets:

Investments in affiliates (Note C) .. ...t iiiit e $ 187,941 $ 142,211
Related party receivable (Note J) ............ P 27,541 30,311
Other long-term receivables . .............coiiieiiei e, 29,432 30,154

Other . .o e L 14,835 9,938
| ' $ 259,749 $ 212,614

Accounts payable and accrued liabilities: :
Accounts payable ... ... O $ 241,213 $ 284,106

Other accrued liabilities ........... .. ... ... ... .... e 355,792 - 386,769
Deferred revenue . .. ...ttt e 347,797 371,937
Collections in excess of revenues on uncompleted contracts. .............. 123,418 130,757

$1,068,220 $1,173,569

Accrued payroll and employee benefits:

Salaries, bonuses and amounts withheld from employees compensation .... -§ 232,293 $ 234,561
Accrued vacation . ... .. o 122,295 136,347
Accrued contributions to employee benefit plans e 29,960 27,617

$ 384,548 $ 395,025

Other long-term liabilities: . : . ,
Other postretirement benefits ... ........ ... ... ... ... oL e $ 165,257 $ 156,088

Accrued pension liability . . . . . . e . : 24,788 32,704
Accrued other employee benefits .............. i il L 16,437 " 14,868
Deferred compensation ........... U P 35,165 31,755
Other ................ e O 60,468 45,810

§ 302,115 $ 281,225

Accumulated other comprehensive income:
Unrealized net gains on marketable securities and derivative instruments ... § 78,786 $ 78,691
Foreign currency translation adjustments ...... P (7,488) (6,909)

$§ 71,298 $ 71,782

Note K — Derivative Financial Instruments:

The Company is exposed to certain market risks which are inherent in certain transactions entered into in the
normal course of business. They include sales contracts denominated in foreign currencies, investments in equity
securities and exposure to changing interest rates. The Company has a risk management policy (“Policy”) in place,
which is used to assess and manage cash flow and fair value exposures. The Policy permits the use of derivative
instruments with certain festrictions and appropriate authorization. The Company presently uses derivative instruments
to manage exposures to foreign currency, equity securities price risks and interest rate risks and uses natural hedges to
minimize exposure for net investments in forelgn subsidiaries. The Company does not hold derivative instruments for
trading or speculative purposes.

Equity Securities Price Risk
The Company’s portfolio of publicly-traded equity securities is subject to market pnce risk and there are instances
where the Company will use derivative instruments to manage this risk of potential loss in fair value resulting from
decreases in market prices. The Company has equity collars, expiring at various dates from February 2002 through May
2004, in place to mitigate the risk of significant price fluctuations of certain of its marketable equity securities. Equity
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collars are derivative instrument transactions where the Company locks in a ceiling and floor price for the underlying
equity security. Certain of these collars allow the Company to put the underlying equity shares to the collar counterparty
during the term of the collar while certain other coilars do not allow the Company to settle until the expiration of the
collar. These derivative instruments have been designated as fair value hedges of the underlying marketable equity
securities ‘and, therefore, the changes.in fair value of the derivative instruments and the hedged items attributable to the
hedged risk are recorded in the statement of income. In 2002, a net gain of $30,812,000 for the ineffective portion of
changes in the fair value of these derivative instruments was recorded in earnings (Note U). The fair value of these
equity collars of $36,800,000 and $186,654,000 are included in short-term and long-term investments in marketable
securities, respectively, at January 31, 2002 (Note D).

Forefign Currency Risk :

Although the majority of the Company’s transactions are in 1 US. dollars, some transactions are denominated in
foreign currencies. The Company’s objective in managing its exposure to foreign currency rate fluctuations is to mitigate
adverse fluctuations in earnings and cash flows associated with foreign currency exchange rate fluctuations. The
Company currently manages cash flow exposure of receivables, payables and anticipated transactions through the use of
natural hedges and foreign currency forward exchange contracts. Foreign currency forward exchange contracts are
contracts requiring the Company to exchange a stated quantity of foreign currency for a fixed amount of a second
currency, typically U.S. dollars. At January 31, 2002, currencies hedged were the British pound, Canadian dollar,
U.S. dollar and the Euro. The Company has designated certain of its foreign currency forward exchange contracts as
cash flow hedges of transactions forecasted to occur by December 2005, primarily related to sales contracts and
receivables. The effective portion of change in the fair value of these derivatives is. recorded in comprehensive income
and recognized in the income statement when the related hedged item affects earnings. Other foreign currency forward
exchange contracts manage similar exposures but do not qualify for hedge accounting due to changes in terms of the
anticipated transactions. In 2002, those contracts designated as cash flow hedges were fully effective and net gains of
$866,000 were recognized as a component of accumulated other comprehensive income in stockholders’ equity. Net
gain on the remaining foreign currency forward exchange contracts was not material in 2002. At January 31, 2002, the
fair value of the foreign currency forward exchange contracts of $518,000 and $1,001,000 has been reflected in other
current assets and other assets, respectively.

Imterest Rate Risk

In January 2002, the Company entered into four forward starting interest rate swap agreements (‘“‘swap
" agreements”). These swap agreements were entered into to take advantage of the current market conditions and
manage exposure to fluctuations in interest rates relating to refinancing two operating leases that will expire in August
2003 (Note O). The Company will refinance these leases by either renewing the leases or purchasing the land and
buildings. Using the swap agreements, the Company is managing its overall related future net cash outflow to be a fixed
amount starting in September 2003 through August 2008. In refinancing these leases, the Company expects to make
payments to a third party lessor or third party lender based on a variable interest rate. Under the terms of the swap
agreements, the Company will either pay to or receive an amount from the swap agreements’ counterparty which will
effectively make the net cash outflow a fixed amount. The Company has designated these swap agreements as cash flow
hedges of the future variable rate payments it will make on the land and buildings under these leases starting in
September 2003 through August 2008. At January 31, 2002, these swap agreements were deemed fully effective and a
net gain of $45,000 was recognized as a component of accumulated other comprehensive income in stockholders’ equity.
The effective portion of the change in fair value of the swaps agreements will be recognized in earnings when the
payments are made to the third party lessor or third party lender. At January 31, 2002, the fair value of the swap
agreements of $75,000 has been reflected in other assets.

Other Derivatives . .

Through its venture capital subsidiaries, the Company holds investments in equity securities of private and
publicly-held companies. Certain of these investments include warrants to purchase equity securities of these
companies. Warrants that can be net settled at time of exercise, which means the Company would receive the difference
between the exercise price and fair value of the shares in additional shares, are deemed derivative financial instruments
and are not designated as hedging instruments. Changes in the value of these derivatives are reflected in income each
period. In 2002, losses of $1,792,000 related to the change in fair value of these derivatives have been included in net
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(loss) gain on marketable securities and other investments (Note U). The Company will continue to monitor the value
of these instruments in order to manage its risk of loss. The fair value of these instruments was $3,466,000 at
January 31, 2002 and is reflected in other assets.

Note F — Short-term and Long-term Investments in Marketable Securities:

Included in the consolidated balance sheet captions “Short-term investments in marketable securities” and “Long-
term investments on marketable securities” are derivative instruments (Note E) and investments in marketable
securities. The aggregate cost basis, gross unrealized gains and losses and market value of short-term and long-term
available-for-sale investments by major security type are as follows:

Cost Unrealized Unrealized Market
basis gains losses value

(In thousands)

At January 31, 2002:

U.S. government and agency securities .. .......... ... B 52,026 $ 402 $ (26) $ 52,402
Corporate obligations............. e U 116,200 1,221 (61) . 117,360
Equity securities . ... ..o 760,390 96,330 (169,887) 686,833
Municipal debt .. ... 67,835 945 : 68,780
Asset-backed and mortgage-backed securities .......... 89,024 723 (72) 89,675
Other........... A 285,995 (6) . 285,989

$1,371,470 $ 99,621 $(170,052)  $1,301,039

At January 31, 2001:

U.S. government and agency securities . ............... $ 137,803 $ 1,205 $ (52) $ 138,956
Corporate obligations . . ................coo ... S 210,984 . 1,664 (419) 212,229
Equity securities . .. ............. oo e 1,541,757 139,018 (19,354) 1,661,421
Municipal debt . ... ... oo e 73,153 584 (26) 73,711
Asset-backed and mortgage-backed securities .......... 83,666 535 - (25) 84,176

Other .\ oo 207,858 20 207,878
' : $2,255,221 $143,026  $ (19,876) $2,378,371

~ As fully described in Note E, the Company hedges the equity price risk of certain available-for-sale marketable
securities using equity collars. At January 31, 2002, a portion of the gross unrealized loss of $170,052,000 has been
effectively hedged using these equity collars. Including the effects of the equity collars, the Company has after-tax net
unrealized gains of $78,786,000 at January 31, 2002, which are reflected in accumulative other comprehensive income.

At January 31, 2002,. $398,340,000 of debt securities have contractual maturities of one year or less, and
$213,616,000 of debt securities have contractual maturities of two to five years.” Actual maturities may differ from
contractual maturities as a result of the Company’s intent to sell these securities prior to maturity date and as a result of
features of the securities that enable either the Company, the issuer, or both to redeem these securities in part or in full
at an earlier date. I ‘ ‘

Gross realized gains and losses from sales of available-for-sale securities included in “Net (loss) gain on
marketable securities and other investments, including impairment losses” in the income statement are as follows:
: ' Year ended January 31

2002 2001 2000
(In thousands)
Gross realized gains . . ... e e $ 10,906 $21,436 $ 4,308
Gross realized losses . ........ P (51,854) (4) (2,362)

$(40,948)  $21,432 $ 1,946
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Note G — Receivables, Net:

Receivables consist of the following:

January 31
2002 2001
{In thousands)

" Receivables less allowance for doubtful accounts of $36,459 and $20,298 at
January 31, 2002 and 2001, respectively:

Billed . ..o e e $ 843,295 $1,044,332
Unbilled, less progress payments of $472 and $3,707 at January 31, 2002

and 2001, respectively .. ... ... . e 372,737 289,312

©CONtract TetentIONS. . . o oottt e e 22,757 22,069

$1,238,789 $1,355,713

Unbilled receivables at January 31, 2002 and 2001 include $45,372,000 and $30,527,000, respectively, related to
costs incurred on projects for which the Company has been requested by the customer to begin work under a new
contract or extend work under an existing contract, and for which formal contracts or contract modifications have not
been executed. The balance of unbilled receivables consists of costs and fees billable on contract completion or other
specified events, the majority of which is expected to be billed and collected within one year. Contract retentions are
billed when the Company has negotiated final indirect rates with the U.S. Government and, once billed, are subject to
audit and approval by outside third parties. Consequently, the timing of collection of retention balances is outside the
Company’s control. Based on the Company’s historical experience, the majority of the retention balance is expected to
be collected beyond one year.

Nete H — Revolving Credit Facility:

The Company has a five-year reducing revolving credit facility (“Credit Facility”) with a group of financial
institutions which allows borrowings until August 2002 and which was reduced to $537,500,000 in 2002 according to the -
original terms. Borrowings under the Credit Facility are unsecured and bear interest, at the Company’s option, at various
rates based on the base rate, bid rate or on margins over the CD rate or LIBOR. The Company pays a facility fee on the
total commitment amount. All financial covenants required by the Credit Facility, such as requiring the Company to
maintain certain levels of net worth and an interest coverage ratio, as well as limitation on indebtedness, have been
maintained as of January 31, 2002. The Company expects the arrangements for a new credit facility to be completed
during the second quarter ending July 31, 2002.

There was no balance outstanding under the Credit Facility at January 31, 2002 and 2001. As of January 31, 2002,
the entire $537,500,000 was available under the most restrictive debt covenants of the Credit Facility and during 2001
and 2000, the Company did not borrow. under the Credit Facility. In 2002, the maximum and average amounts
outstanding under the Credit Facility were $120,000,000 and $31,319,000, respectively. The weighted average interest
rate in 2002 was 4.3% based upon average daily balances.

Note I — Employee Benefit Plans:

The Company has one principal Profit Sharing Retirement Plan (“PSRP”) in which eligible employees
participate. Until January 1, 2002, participants’ interests vested 25% per year in the third through sixth year of service.
Effective January 1, 2002, the vesting schedule was changed so that participants’ interests vest 20% per year in the first
through fifth year of service. Participants also become fully vested upon reaching age 59'/., permanent disability or
death. Contributions charged to income under the PSRP were $31,800,000, $41,638,000 and $36,617,000 for 2002, 2001
- and 2000, respectively.

The Company has an Employee Stock Retirement Plan (“ESRP”), formerly known as the Employee Stock
Ownership Plan, in which eligible employees participate. Cash or stock contributions to the ESRP are based upon
amounts determined annually by the Board of Directors and are allocated to participants’ accounts based on their
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annual compensation. The Company recognizes the fair value of the Company’s common stock or the amount of cash
contributed in the year of contribution as compensation expense. The vesting requirements for the ESRP are the same
as for the PSRP. Any participant who leaves the Company, whether by retirement or otherwise, may be able to elect to
receive either cash or shares of Company common stock as a distribution from their account. Shares of Company
common stock distributed from the ESRP bear a limited put option that, if exercised, would require the Company to
repurchase all or a portion of the shares at their then current fair value during two specified 60-day periods following
distribution. If the shares are not put to the Company during the specified periods, the shares no longer bear a put option
and the Company will not be required to repurchase the shares. At January 31, 2002 and 2001, the ESRP held
53,344,888 and 57,346,046 shares of Class A Common Stock, respectively, and 24,887 shares of Class B Common
Stock, with a combined fair value of $1,774,115,000 and $1,783,324,000, respectively. Contributions charged to income
under the Plan were $29,392,000, $12,878,000 and $16,258,000 for 2002, 2001 and 2000, respectively.

The Company has one principal Cash or Deférred Arrangement (“CODA™) which allows eligible participants to
defer a portion of their income through contributions. Such deferrals are fully vested, are not taxable to the participant -
until distributed from the CODA upon termination, retirement, permanent disability or death and may be matched by
the Company. The Company’s matching contributions to the CODA charged to income were $22,493,000, $21,057,000
and $19,400,000 for 2002, 2001 and 2000, respectively.

Previously, the Company sponsored two contnb_utory savings plans for Telcordia employees. During 2002, one of
these plans was merged into the other. The plan aliows eligible Telcordia employees to defer a portion of their pre-tax
income through contributions and contribute a portion of their income on an after-tax basis. Such deferrals are fully
vested, are not taxable to the participant until distributed upon termination, retirement, permanent disability or death
and may be matched by the Company. The Company’s matching contributions charged to income were $21,157,000,
$20,669,000 and $18,555,000 for 2002, 2001 and 2000, respectively.

The Company has two principal bonus compensation plans, the Bonus Compensation Plan and the Annual
Incentive Plan (“AIP”), which provide for bonuses to reward outstanding performance. The AIP was assumed in
connection with the acquisition of Telcordia in 1998. Bonuses are paid in the form of cash, fully vested shares of Class A
Common Stock or vesting shares of Class A Common Stock. Awards of vesting shares of Class A Common Stock vest
at the rate of 20%, 20%, 20% and 40% after one, two, thre¢ and four years, respectively. The amounts charged to income
under these plans were $97,119,000, $111,971,000 and $140,618,000 for 2002, 2001 and 2000, respectively.

* The Company has a Stock Compensation Plan and Management Stock Compensation Plan, together referred to as
the “Stock Compensation Plans.” The Stock Compensation Plans provide for awards of share units to eligible
employees, which generally correspond to shares of Class A Common Stock, held in trust for the benefit of participants.
Participants’ interests in these share units vest on a seven year schedule at the rate of one-third at the end of each of the
fifth, sixth and seventh years following the date of the award. The fair market value of shares awarded under these plans
are recorded as unearned compensation which is included in stockholders’ equity. The unearned amounts are amortized
over the vesting period. The amounts charged to income under these plans were $5,801,000, $4,995,000 and $3,602,000
for 2002, 2001 and 2000, respectively.

The Company also has an Employee Stock Purchase Plan (“ESPP”) which allowed eligible employees to
purchase shares of the Company’s Class A Common Stock, at a discount of 10% of the existing fair market value in
2002. Effective in the new fiscal year that began February 1, 2002, the discount was increased to 15%. There are no
charges to income under this plan because such plan is a non-compensatory plan. The pro forma effect on net income
and earnings per share of compensation expense under SFAS No. 123, “Accounting for Stock-Based Compensation” is
presented in Note N. :

The Company has two deferred compensation plans. The Keystaff Deferral Plan is maintained for the benefit of
key executives and directors and allows eligible participants to elect to defer a portion of their compensation. The
Company makes no contributions to the accounts of participants under this plan but does credit participant accounts for
deferred compensation amounts and interest earned. Interest is accrued based on the Moody’s Seasoned Corporate

. Bond Rate (7.5% in 2002). Deferred balances will generally be paid upon the later of the attainment of age 65, ten years
of plan participation or retirement, unless participants obtain approval for an early pay-out. The Key Executive Stock
Deferral Plan is maintained for the benefit of directors and certain key executives. Eligible participants may elect to
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defer a portion of their compensation into a trust established by the Company which invests in shares of Class A
Common Stock. The Company makes no contributions to the accounts of participants. Deferred balances will generally
be paid upon retirement or termination.

Note J — Pension and Other Postretirement Benefit Plans:

Previously, Telcordia sponsored five noncontributory defined benefit pension plans covering eligible management
and support staff employees. During 2002, two previously separate qualified plans were merged and Telcordia now has
four noncontributory defined benefit pension plans. Telcordia also has postretirement health and life insurance benefit
programs for retired U.S. employees and their dependents. In addition, in 2001, the Company formed a subsidiary in the
United Kingdom with Scottish Power, Calanais, by transferring certain Scottish Power employees to Calanais. As part
of the joint venture agreement, Calanais agreed to assume the defined benefit plan liability for the employees of Scottish
Power who transferred into the joint venture and had accrued benefits under the Scottish Power plan. Once the legal
and regulatory approvals for this transfer occurred in 2002, Calanais assumed the direct responsibilities for managing the
defined benefit plan assets. All of the qualified and non-qualified pension plans ‘are disclosed in the aggregate. The
Telcordia plans have a December 31 measurement date while the Calanais plan has a January 31 measurement date.

Postretirement benefits

“ Pension benefits other than pensions
Year ended January 31
2002 2001 2002 2001

(In thousands)

Change in benefit obligation: .
Benefit obligation at beginning of year ............... $1,188,649 $1,048,065 $ 235,091 $ 180,631

SerVICE COSt. .ol e . 32921 27,542 - 6,166 5,250
Interest COSt . ...ttt i e 92,691 84,525 16,482 15,376
Plan participants’ contributions ..................... 863 _ 2,408 2,055
Plan amendments. .................. .. i, (22,656) ’ . (41,597)
Actuarial loss ....... ... ... 38,017 95,629 7,131 43,518
Net portability transfers paid during the year.......... (999) (11,411)
Benefitspaid .. ... ... (84,257) (55,701) (11,857) (11,739)
Acquisitions ........ e 38,188 '
Special termination benefits . ....................... 61,780
Plan curtailments ........ e (30,517) (7,262)
Foreign currency transldtion . ....................... (1,810 -

Benefit obligation at end of year ...................... $1,312,870 $1,188,649 $ 206,562 $ 235,091
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Postretirement benefits

Pension benefits other than pensions
Year ended January 31
2002 2001 2002 2001

(In thousands)
Change in plan assets:

Fair value of plan assets at beginning of year.......... $1,832,920 $1,896,558 $ 56,565 $ 58,014
Actual return on plan assets .............. e (56,840) 2,862 (3,359) (1,555)
Company contributions ............................ 3,455 612 - 8936 9,790
Plan participants’ contributions ..................... 863 2,408 2,055
Net portability transfers paid during the year.......... . (999) (11,411) '
Benefitspaid . ............... ... P R (84,257) (55,701) (11,857) (11,739)
Acquisitions ................... e ‘ 40,333
Foreign currency translation ................0 ... .... - (1,675)
Fair value of plan assets at end of year................. $1,733,800 $1,832,920 $ 52,693 $ 56,565
Funded status at end of year ......... e Ll S 420,930 $ 644,271 $(153,869) $(178,526)
Unrecognized net actuarial loss (gain) ....... e 131,463 (119,011) 34,036 25,592
Unrecognized prior service cost ............. [P (22,656) ' - (41,597)
Prepaid‘(accrued) benefit cost........................ $ 529,737 $§ 525260  $(161,430) $(152,934)
: Wcightéd-average assumptions: »
Discountrate ........... ... .0, 7.25% 7.50% 7.25% 7.50%
. Expected return on plan assets...................... 9.00% 9.00% 9.00% 9.00%
Rate of compensation increase .. .................... 4.75% 5.00% 4.75% 5.00%

For measurement purposes, a 10% annual rate of increase in the per capita cost of covered health care benefits was
assumed for 2002. The rate was assumed to decrease gradually to 5% for 2007 and remain at that level thereafter.
Postretirement benefits
Pension benefits other than pensions
Year ended January 31 )
2002 2001 2000 2002 2001 2000
{In thousands)

Components of net periodic benefit cost: ‘ . ,
Service cost. . ... e '._ ......... $ 32,921 § 27,542 . § 29,160 $ 6,166 $ 5250 § 5,288

Interest cost ........................ ) 92,691 84,525 - 78,547 16,482 15,376 13,764
Expected return on plan assets......... (173,055) (155,695)  (141,849) (5,324) (4,796) (4,470)
Amortization of actuarial loss (gain) ... 145 (1,210) 220 (149) (221) (14)
Charges for special termination benefit.. - 61,780
Curtailment gain ............... P (10,210)
Other adjustments .......... e 80 ' . 257

Net periodic benefit cost (income) ....... $ 4352 § (44,838) $ (33,922) S$17432 $15,609 $14,568

The four Telcordia plans are noncontributory defined benefit pension plans while the Calanais plan requires
employee contributions. Cne of the Telcordia plans, the Telcordia Technologies Inc. Pension Plan (the “TTIPP”), is a
funded qualified plan. During 2002, participants in the TTIPP were offered the choice of remaining under the traditional
benefit formula, for which benefits are based on a stated percentage of final average pay, or, instead, transferring to a
cash balance formula, under which benefits are based on a structure similar to a savings account. Employees who chose
the cash balance formula forfeited their eligibility to receive employer provided postretirement health and welfare

73




SCIENCE APPLICATIONS INTERNATIONAL CORPORATION

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

benefits upon their retirement. The impact of the cash balance conversion is reflected as amendments to the affected
plans in the results shown above. All of the assets of the TTIPP, which primarily are international and domestic equity
and fixed income securities, are held in a master trust administered by the Company. The Calanais plan is a funded
qualified plan with benefits based on the average pay and service of employees at or near retirement. The Company’s
policy is to fund the qualified plans based on legal requirements, tax considerations and investment opportunities. The
Telcordia plan utilizes a method for amortizing investment gains and losses that fully recognizes gains and losses for
fixed income securities and amortizes gains and losses on all other asset classes over three years.

The remaining three Telcordia plans are unfunded, non-qualified plans that provide benefits to certain members of
management. One of these plans provides benefits that replace benefits not available in the qualified plans due to design
or legal limitations. The other two plans offer additional pension benefits to certain employees based on job level. The
non-qualified plans are unfunded and therefore have no assets. The projected benefit obligation and accumulated benefit
obligation for the non-qualified pension plans, which have accumulated benefit obligations in excess of plan assets, were
$19,890,000 and $15,234,000, respectively, as of December 31, 2001, the plans’ year end, and $18,507,000 and
$12,116,000, respectively, as of December 31, 2000.

The Company offers certain postretirement medical and life insurance benefits to retired employees of certain
subsidiaries. Assumed health care cost trend rates have a significant effect on the amounts reported for the health care
plan. A one-percentage point change in the assumed health care cost trend rates would have the following effects:

One-percentage One-percentage
point increase point decrease
. {In thousands)
Effect on total service and interest cost components .................... $ 2,935 $ (2,441)
Effect on postretirement benefit-obligation ........ S $20,854 $(17,632)

As described.in Note R, Telcordia’s reduction in workforce resulted in special termination pension benefits of
$61,780,000 and a curtailment gain of $10,210,000 attributable to the employees that were part of the reduction in
workforce. These amounts are included in the determination of net periodic pension cost for 2002.

Previously, the Company’s joint venture, INTESA, maintained a defined benefit pension plah for employees who

~ transferred from the joint venture partner, PDVSA. Under Venezuelan law, INTESA assumed the existing employee

benefit plans, which included a defined benefit pension plan and a postretirement benefit plan for health and life
insurance. Under the terms of the joint venture agreement, PDVSA agreed to fund the projected benefit obligation of
the pension plan and accumulated postretirement benefit obligation of the postretirement benefit plans by 2007 through
direct contributions to a trust. During fiscal 2002, Intesa suspended the defined benefit pension plan and replaced it with
a defined contribution plan. In conjunction with this action, the liability . to the suspended plan was fixed and the
agreement with PDVSA was amended such that they will fund the fixed amount by 2007. The obligation of PDVSA to
fund this liability has been reflected as a related party receivable (Note D). '

Therefore, in addition to their benefits under the new defined contribution plan, the covered employees will be
entitled to an allocated portion of the fixed amount of the suspended defined benefit pension plan plus interest upon their
retirement. At January 31, 2002, the net amount due was $34,780,000. At January 31, 2001, the net benefit obligation,
fair value of plan assets and accrued benefit cost were $54,967,000, $26,350,000 and $28,154,000, respectively. Total
pension costs in 2002, 2001 and 2000 were $12,023,000, $6,895,000 and $9,010,000, respectively. The total cost in 2002
includes $7,165,000 relating to the plan suspension.

In conjunction with suspending the defined benefit pension plan, Intesa also suspended certain postretirement
benefits previously offered to PDVSA employees who transferred to INTESA. The amount due to the current
employees after the suspension is included in the $34,780,000 disclosed above. The accrued postretirement benefits
liability was $3,699,000 as of January 31, 2001, and net postretirement benefits expense in 2002 and 2001 was
$1,445,000 and $1,641,000, respectively. The expense in 2002 includes $861,000 relating to the plan suspension.
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Note K — Income Taxes:

The provision for income taxes includes the following: -

Year ended January 31
2002 2001 2000
{In thousands)

Current: i

 Federal ......... BT $ 213,281 $ 730,160  $411,349
SHALE ..ot U 36,742 157,156 91,148
Foreign ... i e .. 11,595 7,734 11,439

Deferred: | o ' '
Federal ... .. S U DU T (236,696) 318,061 (55,921)
SAte ... e (17,716) 5,541 (16,269)
FOTEIZN .ottt e e 1,640 985 (210)

$ 8846 $1,219,637 - $441,536

Deferred income taxes are provided for significant income and expense items recognized in different years for tax
and financial reporting purposes. Deferred tax assets (liabilities) are comprised of the following:

January 31
2002 2001

. (In thousands)
Deferred reVenUE .. ..o oo U $ 15,773 $ 33,667
Accrued vacation pay ......... e i 35,541 40,112
Deferred compensation ......... T S 24,503 24,288 .
Vesting stock bonuses ................... .. e 22,896 27,085
Accrued liabilities .. ... . e 40,800 32,788
Depreciation and amortization . .................... S 20,337 10,926
Credit carryforwards ......... P s 16,617 15,311
State taAXES .ot - F DRI 5,375 17,106
0T N 7 2 4 16,684

Total deferred tax assets ................. ...................... 204,612 217,967
Employee benefit contributions .. ........ ... ... ... ., Lo (1e4,317) (168,169)
Unrealized net\gain on marketable securities . ...................... e (214,065) (93,933)
Investment in subsidiaries and affiliates ........... .. .. .. .. ... ... ... oo (18,392) (395,015)
OhET e T BT (5,862) (5,622)

Total deferred tax liabilities ............. ... . ... ... . ... ... (402,636) (662,759)
Net deferred tax liabilities ............. ... ... . $(198,024)  $(444,792)
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A reconciliation of the provision for income taxes to the amount computed by applying the statutory federal income
tax (35%) to income before income taxes follows:

Year ended January 31

2002 2001 2000
{In thousands)

Amount computed at statutory rate.............. ... $ 9,468 $1,147,508 $371,485
State income taxes, net of federal tax benefit...... e ﬂ2,9119 - 86,615 48,671 -
Contribution of appreciated property ...........ccoovirininn... (18,092) (3,442) (474)
Change in tax accruals ......... ... . ..ttt 9,738 - (3,254) 4418
Research and experimentation tax credits...................... (6,066) (13,210) (5,200)
Non-deductible items ... ...........oeiiiie 2,584 4255 3,937
Foreign income taxed at lowerrates .......................... (2,459) (1,254) (1,511)
Amortization of goodwill .. ......... .. ... ... ... i 2,255 4,081 5,300
Non-taxable interest income . .. ...............c...... S (1,100) (1,089) (660)
Other . ..o e (401) (573) 15,570

$ 8,846 $1,219,637 $441,536
Effective Income tax rate ..., 32.7% 37.2% 41.6%

Tne Company has State tax credit carryforwards of approx1mately $25,565,000 that will begin to expire in the year
ending January 31, 2007.

Ircome taxes paid in 2002, 2001 and 2000 amounted to $111,436,000, $710,454,000 and $481,045,000,
respectively.

Note I. — Notes Payable and Long-Term Debt:

Notes payable and long-term debt consists of the following:

January 31
2002 2001
(In thousands)
6.75% Notes payable . ... ... $ 92,927  $ 92,048
Capital lease obligations ... ... ... ..t i e 46,407 36,309
Mortgage payable collateralized by real property ................. A 6,350 6,500
Other NOtes PaYAble . . . .. .o\ttt ettt 15,082 15,786
. 160,766 150,643
Less CUMTENt POTLION . . ..ottt ettt et e et e e e e e e e 37,294 31,897

$123,472 $118,746

In January 1998, the Company issued $100,000,000 of 6.75% notes with a nominal discount (“6.75% Notes”)
which are due February 1, 2008 with interest payable semi-annually from August 1, 1998. The 6.75% Notes have an
effective interest rate of 8.3%, due principally to the amortization of a loss on a forward treasury lock agreement, the
discount on issuance of the notes and underwriting fees associated with the offering. The Company is subject to certain
restrictions such as limitations on liens, sale and leaseback transactions and consolidation, merger and sale of assets. As
of January 31, 2002, the Company was in compliance with the restrictions.

The Company assumed a $6,919,000 mortgage note in connection with the purchase of land and a building in 1997.
Terms of the note include quarterly payments of principal and interest until December 2016. Interest is adjusted
annually and was 6.2% in 2002. Additionally, the Company has various other notes payable with interest rates from 6.0%
to 7.0% that are due over the next seven years.
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Maturities of notes payable and long-term debt, excluding capital lease obligations (Note O), are as follows:

Year ending January 31 (In thousands)

2003 e $ 14,604

2004 .o TR A e 321
2005 ....... S R 345
2006 ... .. e DU U 371
2007 o 396
2008 and after. . ..... ... . el e 98,322

' ' $114,359

Note M — Earnings Per Share:

A summary of the elements included in the computation of basic and diluted EPS is as follows (in thousands,
except per share amounts):
Year ended January 31

2002 . 2001 2000
Weighted ~ Per ) Weighted Per Weighted Per
Net average share Net - average share Net . average share
income . shares amount income shares amount income shares amount
Net income .................... L $18,917 '$2,058,956 $619,849
Basic EPS .......... ... ... oL 215,016 $0.09 235,037 $8.76 237,586 $2.61
Effect of: :
Majority-owned subsidiary’s dilutive .
SECUTtIeS . ... vvivviiannninses o (313)
Net income available to common
stockholders, as adjusted .......... $18,917 E $2,058,956 $619,536
Effect of dilutive securities: ' , .
Stock options................ P 13,050 18,427 18,350
Other stock awards . ................ 399 , 490 ' 33
Diluted EPS ......... ... ... .. ... 228,465 $0.08 253,954 $8.11 256,268 - $2.42

Options to purchase 1,391,000 shares of common stock at $30.87 per share were outstanding during 2001 but were
not included in the computation of diluted EPS at January 31, 2001 because the effect of such options would be
antidilutive. Such options expire at various dates through January 2006.

Note N — Common Steck and Options:

The Company has options outstanding under various stock option plans. Options are granted with exercise prices
not less than the fair market value at the date of grant and for terms not greater than ten years. Options granted under
these plans generally become exercisable 20%, 20%, 20%, and 40% after one, two, three and four years, respectively.

If the Company had elected to recognize compensation expense in 2002, 2001, and 2000 based upon the fair value
at the grant dates for stock option awards and for shares issued under the ESPP consistent with the methodology
prescribed by SFAS No. 123, “Accounting for Stock-Based Compensation,” net income in 2002, 2001 and 2000 would
have been reduced by $36,815,000, $33,100,000 and $22,009,000, respectively, which would have resulted in a net loss
for 2002. Basic earnings per share would have been reduced by $.17, $.14 and $.09 per share in 2002, 2001 and 2000,
respectively. Diluted earnings per share would have been reduced by $.16, $.04 and $.06 per share in 2002, 2001 and
2000, respectively. These amounts were determined using weighted-average per share fair values of options granted in
2002, 2001 and 2000 of $6.31, $7.41 and $4.24, respectively. The fair value for these options was estimated at the date of
grant using the Black-Scholes option pricing model with the following assumptions for 2002, 2001 and 2000: no dividend
yield, no volatility, risk-free interest rates ranging from 3.8% to 6.8% and expected lives of five years.
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The Black-Scholes option valuation model was developed for use in estimating the fair vailue of traded options
which have no vesting restrictions and are fully transferable. In addition, option valuation models require the input of
highly subjective assumptions including the expected stock price volatility. The Company meets the definition of a non-
public company for the purposes of calculating fair value and, therefore, assumes no volatility in the fair value
calculation. Because the Company’s employee stock options have characteristics significantly different from those of
traded options and because changes in subjective input assumptions can materially affect the fair value estimates, in
management’s opinion, the existing models do not necessarily provide a reliable single measure of the fair value of its
employee stock-based compensation plans. '

A summary of changes in outstanding options under the plans during the three years ended January 31, 2002, is as
follows: : ‘ ‘

Shares of
Shares of Class A
Class A Weighted Common Stock
Common Stock average excercisable
under options - exercised price under options
.  (In thousands) : (In thousands)
CJarvary 31,1999 ... 57,173 $ 692 © 19,088
Options granted .............. . oot 14,853 $18.04
Options canceled ........... ... i - (2,653) $11.79
Options exercised . ........ooiiiiiit . (13,313) $ 4.50
January 31,2000 ... ... ... "~ 56,060 $10.21 18,531
Options granted ............... e 12,769 - $27.20 '
 Options canceled .. ..... ... (3,112) . $16.97
Options exercised .. ... (13,290) $ 5.88
January 31, 2001 ...\ 52,427 . $15.05 17,812
Options granted . .........c.ouiiiiiinireeanannn.. 10,071 T $30.99.
Options canceled ...t (3,013) $21.70
Options exercised ... ... .. i (13,273) $ 7.93
Januwary 31, 2002 .......... R 46,212 : $20.13 - 17,067

As of January 31, 2002, 62,114,000 shares of Class A Common Stock were reserved for issuance upon exercise of
options which are outstanding or which may be granted, The Company has made available for issuance, purchase or
option grant of approximately 959,000 shares of Class A Common Stock to employees and consultants, generally
contingent upon commencement of employment or the occurrence of certain events.

The selling price of shares and the exercise price of options are fair market value at the date such shares are
purchased or options are granted. :
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A summary of options outstanding as of January 31, 2002 is as follows:

Weighted
Weighted © average. Weighted
average remaining average
Options exércise contractual Options exercise
Range of exercise prices outstanding price  life - exercisable price .

(Options outstanding and exercisable,
in thousands, except per share amounts and contractual life)

$6.49 10 $9.78 ... 7,183 $:7.65 3 7,183 $ 7.65

$9.78 to $14.72 ........... S . 8,128 $11.74 13 4,083 $11.82
$17.46 10 $19.99 .ot 10,623 $18.03 22 3,775 $18.05
$25.92 to $30.87 ..... TR 10,627 $27.21 3.1 2,007 $27.27
$30.83 10 $32.27 ... ..ot 9,651 . $31.00 41 19 $30.83

46,212 17,067

Note O — Leases:

The Company occupies most of its facilities under operating leases. Most of the leases require the Company to pay
maintenance and operating expenses such as taxes, insurance and utilities and also contain renewal options extending
the leases from one to twenty years. Certain of the leases contain purchase options and provisions for periodic rate
escalations to reflect cost-of-living increases. Certain equipment, primarily computer-related, is leased under short-term
or cancelable operating leases. Rental expenses for facilities and equipment were $149,415,000, $141,318,000 and
$143,196,000 in 2002, 2001 and 2000, respectively, which is net of non-cancelable sublease income of $19,344,000,
$19,778,000, and $13,884,000 in. 2002, 2001, and 2000, respectively.

In 1997 and 1999, the Company used a financing vehicle known as a synthetic lease on two of its facilities.
Pursuant to generally accepted accounting principles (“GAAP”), these synthetic leases as described below have been
accounted for as operating leases in the consolidated financial statements. On August 9, 1996, the Company entered
into a seven year operating lease for a general purpose office building with a purchase option at the end of the initial
seven year term, which is August 8, 2003. At the end of the initial lease term, the Company will evaluate whether to
purchase or extend the lease of the building. If the purchase option is not exercised nor the lease renewed, the Company
may be required to pay certain supplemental rental payments if proceeds from the sale of the building to an unrelated
buyer are below specified amounts. The maximum supplemental rental payment that could be required is $28,809,000.
If the purchase option is exercised, the Company will pay $36,700,000 to purchase the building. On February 2, 1998,
the Company entered into an operating lease for land and general purpose office facilities with an option for the -
Company to purchase the property at the end of the initial five and one-half year term, which is August 8, 2003. At the
end of the initial lease term, the Company will evaluate whether to purchase or extend the lease of the land and
buildings. If the purchase option is not exercised nor the lease renewed, the Company may be required to pay certain
supplemental rental payments if proceeds from the sale of the property to an unrelated buyer are below specified
amounts. The maximum supplemental rental payment that could be required is $43,040,000. If the purchase option is
exercised, the Company will pay $53,800,000 to purchase the land and buildings.

The Company provides equipment financing for the U.S. Government through an arrangement from an unrelated
leasing company in which the Company leases equipment under an operating lease for use on federal contracts. Because
federal contracts are subject to annual renewals, the Company has the right to terminate these leases with the leasing
company should the U.S. Government terminate its contract with the Company for convenience, non-renewal or lack of
funding. If the U.S. Government terminated its contract with the Company for default or non-performance, the
-Company would be liabie for the remaining lease payments. The maximum contingent lease liability remaining under
these arrangements’ is $2,566,000. This contingent liability has not been recorded in the consolidated financial -
statements pursuant to GAAP. ’
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Assets acquired under capital leases and included in property, plant and equipment consist of the following:

January 31
2002 2001
. {In thousands)
Computers and other equipment .......................... e $141,483 $108,277
Office furniture and fiXtUIES . ... .. o it i et e 52 175
141,535 108,452

Less accumulated amortization .............. ... ...... P P 94,753 72,115
’ $ 46,782  $ 36,337

Minimum rental commitments, primarily for facilities, under all non-cancelable operating leases and capital leases
in effect at January 31, 2002 are payable as follows (in thousands):

Year ending January 31 Capital Operating

2003 L $25,787 $111,791

2008 . .o . e 17,906 77,367
2005......... e e P e e 7,432 44,213
2006 . e SR e 3 21,947,
2007 ........ e e e 12,693
2008 and after ... ... e 19,297
Total minimum lease Payments . . ... oottt ettt 51,128 $287,308
Less amount representing intereSt . ... ... .........oueeererernenniranean.. 4,721

Present value of net minimum capital lease payments ...................0 ..., 46,407

Less current portion. .. ... e e e 22,690

Long-term obligations under capital leases at January 31,2002 ................. $23,717

The Company’s joint venture, INTESA, had capital lease obligations of $46,282,000 included in the above table, of
which $22,600,000 was classified as current portion of long-term debt as of January 31, 2002, These capital lease
obligations of the joint venture are non-recourse debt to the Company.

As of January 31, 2002, future minimum rental payments due from tenants under sub-leases of facilities and
related premises were $39,823,000. Amounts receivable for the years ending January 31, 2003, 2004, 2005, 2006, 2007
and- 2008 and after are $11,523,000, $7,584,000, $5,911,000, $4,396,000, $3,158,000 and $7,251,000, respectively. -

Note P — Commitments and Contingencies:

Commitments at January 31, 2002 include outstanding letters of credit aggregating $36,307,000, principally related )
to guarantees on contracts with commercial and foreign customers, and outstanding surety bonds aggregating
$77,512,000, principally related to performance and payment type bonds.

The Company has guaranteed $5,000,000, which is 50% of a line of credit for its 50% owned joint venture, Data
Systems and Solutions, LLC, which is accounted for under the equity method. In another one of the Company’s
investments in affiliates accounted for under the equity method, the Company is an investor.in Danet Partnership GBR
(“GBR’), a German partnership. GBR has an internal equity market similar to the Company’s limited market. The
Company is required to provide liquidity rights to the other GBR investors in certain circumstances, namely (i) when
there are more sellers than buyers in the internal market and the investor who is selling is withdrawing from GBR or
(ii) in the case of a change in control where the Company becomes the majority investor of GBR. These rights allow
only the withdrawing investors in the absence of a change in control and all GBR investors in the event of a change of
control to put their GBR shares to the Company in exchange for the current fair value of those shares. The Company
may pay the put price in shares of SAIC common stock or cash. The Company does not currently record a liability for
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these rights because their exercise is contingent upon the occurrence of future events which the Company cannot
determine with any certainty will occur. The maximum potential obligation, if the Company assumes all the current
GBR employees are withdrawing from GBR, would be $23,335,000 as of January 31, 2002. If the Company were to
incur the maximum obligation and buy all the shares outstanding from the other investors, the Company would then
own 100% of GBR.

The Company’s Telcordia subsidiary filed a Demand for Arbitration with the International Chamber of Commerce
in Paris, France initiating arbitration and seeking damages of approximately $130,000,000 from Telkom South Africa
related to a contract dispute. The dispute involves a contract executed on June 24, 1999, pursuant to which Telcordia
would provide a Service Activation and Assurance System. The value of Telcordia’s portion of the contracted work was
$208,000,000. Telcordia performed the contract for over 18 months and delivered multiple software releases to Telkom
South Africa. On January 12, 2001, Telcordia notified Telkom South Africa that Telkom South Africa had breached
the contract for, among other things, taking and using Telcordia software without paying for it, improperly refusing to
accept software deliveries, failing to cooperate in defining future software releases, and failing to make other payments
due under the contract. On February 2, 2001, Telkom South Africa responded by denying Telcordia’s claims and
asserting various breaches on the part of Telcordia. The parties were unable to negotiate a mutually acceptable
resolution of the dispute. On March 6, 2001, Telcordia initiated arbitration. On May 22, 2001, Telkom South Africa
filed with the International Chamber of Commerce its Answer to Telcordia’s Demand for Arbitration and its
Counterclaims against Telcordia. Telkom South Africa contends in its Counterclaims that Telcordia breached the
. contract for, among other things, failing to provide deliverables compliant with the requirements of the contract at the
times provided in the contract. Telkom South Africa also contends that Telcordia misrepresented its capabilities and the
benefits that Telkom South Africa would receive under the contract. Telkom South Africa seeks substantial damages
from Telcordia, including repayment of approximately $97,000,000 previously paid to Telcordia under the contract and
the excess costs of reprocuring a replacement system, estimated by Telkom South Africa to be $234,000,000. Telkom
South Africa’s Counterclaim contains additional claims which have not been quantified by Telkom South Africa. The
parties have engaged in substantial discovery. On March 8, 2002, Telkom South Africa filed a notice of intention to
amend their Answer and Counterclaim. The arbitrator has scheduled a preliminary hearing on April 10, 2002 to address
the issues raised by Telkom South Africa’s filing. Telcordia disputes Telkom South Africa’s contentions and intends to
vigorously defend against these claims while pursuing its own claims in the arbitration. The arbitration hearing to
determine the merit of both parties substantive claims is currently scheduled to commence in May 2002 in
Johannesburg, South Africa. Following this hearing, on a date to be established, the arbitrator will determine the
damages to be awarded, if necessary. Due to the complex nature of the legal and factual issues involved and the
uncertainty of litigation in general, the outcome of this arbitration is not presently determinable. As of January 31, 2002,
the total amount of receivables under the contract, net of deferred revenue, was not significant.

The Company is also involved in various investigations, claims and lawsuits arising in the normal conduct of its
business, none of which, in the opinion of the Company’s management, is expected to have a material adverse effect on
its consolidated financial position, results of operations, cash flows or its ability to conduct business.

Note Q — Supplementary Income Statement and Cash Flow Information:

Charges to costs and expenses for depreciation and amortization of property, plant and equipment and assets
acquired under capital leases were $143,002,000, $143,427,000 and $146,097,000 for 2002, 2001 and 2000, respectively.

Included in selling, general and administrative expenses are independent research and development costs of
$118,391,000, $139,456,000 and $114,074,000 in 2002, 2001 and 2000, respectively.

Total interest paid in 2002, 2001 and 2000 amounted to $18,213,000, $15,677,000 and $24,677,000, respectively.

Note R — Restructuring Costs:

In response to the downturn in the telecommunications market, the Company’s Telcordia subsidiary had
involuntary workforce reductions throughout 2002 to realign its staffing levels to the reduction in market demand.
During 2002, the Company recorded a restructuring charge of $84,667,000 for the reduction in workforce of which
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$59,075,000 has been reflected in cost of revenues with the remaining balances in selling, general and administrative
expenses.

As of January 31, 2002, the workforce has been reduced by approximately 2,100 employees and 650 contractors
across all business functions and operating units. Workforce reduction costs in 2002 consisted of special termination
pension benefits of $61,780,000 as well ‘as outplacement services, extension of medical benefits and other severance
benefits and costs related to closing facilities of '$22,887,000. The special termination pension benefits have been funded
through Telcordia’s surplus pension assets and allocated to the participants’ pension accounts as appropriate.” The special
termination pension benefits will be paid from the pension trust as plan obligations and represent a non-cash charge to
the Company. During 2002, the Company accrued $22,887,000 of other severance.benefits and facilities closure costs
and paid out $15,422,000. As a result, accrued liabilities and accrued payroll and employee benefits include accrued
other severance benefits and facilities closure costs of $7,465,000 as of January 31, 2002. In conjunction with the
workforce reduction, the Company also recognized a non-cash gain of $10,210,000 for the curtailment of pension
benefits, $7,786,000 of which is reflected in cost of revenues with the remaining balance in selling, general and
administrative expenses.

Note S — Gain on Sale of Business Units, Net:

In 2002, the Company recognized a net gain before income taxes of $9,784,000 from the sale of three business units
and the settlement of contingent liabilities related to business units sold in 2001. In 2001, the Company sold several
operating assets and business units that individually or in the aggregate were not considered significant divestitures. In
connection with these transactions, the Company received cash and/or equity and debt securities of public companies
and recognized a net gain before income taxes of $120,507,000. In 2000, the Company sold its TransCore business unit
and other operating assets that were not considered significant divestitures and recognized a net gain before income
taxes of $30,198,000.

Note T — Gain on Sale of Subsidiary Common Stock:

In 2000, the Company’s former partially-owned subsidiary NSI completed a secondary offering of 4,580,000 shares
of its Class A Common Stock. Of the shares sold in the offering, the Company sold 4,500,000 shares at $170 per share
and received proceeds, net of underwriter’s commissions, of $729,000,000 and recognized a gain on the sale of
$698,374,000. On March 23, 1999, NSI completed a 2-for-1 stock split of its Class A Common Stock and Class B
Common Stock. After the stock split, the Company held 14,850,000 shares of NSI Class B Common Stock, which were
entitled to ten votes per share and represented 44.7% ownership interest in NSI and approximately 89% of the combined
voting power. On June 3, 1999, the Company converted its 14,850,000 shares of NSI Class B Common Stock into an
equal number of shares of NSI's Class A Common Stock, which were entitled to one vote per share, thereby reducing
the Company’s voting power to 44.7%. As shares of NSI Class A Common Stock were issued pursuant to NSI
employee stock compensation plans, the Company’s ownership interest in NSI was diluted. As of January 31, 2000,
NSI was consolidated in the accompanying consolidated financial statements. As a result of a series of transactions
reducing the Company’s ownership in NSI at the end of 2000, including the recomposition of the NSI Board of
Directors, effective at the beginning of 2001 the Company no longer consolidated NSI (Note U).
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Note U — Net (Loss) Gain on Marketable Securities and Other Investments, Including I[mpaﬁu'mem Losses: -

Net (loss) gain on marketable secuntles and other investments, including impairment losses, consists of the
following: '

Year ended January 31

2002 2001 i 2000
) : ) ) (In thousands)
Impairment losses ..................ov.... e $(466,837) $(1,441,020)
Net (loss) gain on sale of investments ....................... . (39,043) 52,793 $2,498
Net gain on derivative.instruments ... ................. e . 29,020
Amdocs and Solect transaction . .......... ..., 2]1,]1@8 191,458
NSI and VeriSign transaction ............................ e 2,390,899

Sale of NSI common stock ............. e S ‘ 1,462,303
' ' $(455,752) $ 2,656,433  $2,498

The Company recognized impairment losses of $466,837,000 and $1,441,020,000 in 2002 and 2001, respectively, on
its investments in VeriSign and certain other marketable and private equity securities due to declines in fair market
value which were deemed to be other-than-temporary.

The Company recognized a net loss before income taxes of $39,043,000 on the sale of certain marketable securities
and other investments in 2002 compared to a net gain before income taxes of $52,793,000 in 2001. The largest
component of the net loss for 2002 was the sale of VeriSign shares that resulted in a loss before income taxes of
$48,012,000, which was partially offset by a net gain before income taxes of $8,969,000 from the sale of certain other
investments. The largest component of the net gain in 2001 was $32,347,000 on the sale of an equity interest in a French
business in exchange for equity securities of a French public company.”

In 2002, the Company recognized an aggregate net gain of $29,020,0000 related to its derlvatlve instruments as
described in Note E. No gains or losses were recognlzed in prior years since SFAS No. 133 was eﬂ"ectlve beginning in
2002. .

In 2002, the Company recognized a gain before income taxes of $21,108,000 related to its former investment in -
Solect Technology Group (“Solect”) which was acquired by Amdocs Limited (“Amdocs”), a publicly traded
company, in 2001. In 2001, the Company recognized a gain before income taxes of $191,458,000 on the exchange of our
interest in Solect for an approximate 2% equity interest in Amdocs. Under the terms of .the exchange agreement, a
portion of the Amdocs shares were held in escrow and would only be released if certain conditions were met. In 2002
these conditions were met and the shares were released from escrow resulting in the additional gain.

In 2001, NSI completed a secondary offering of 8,889,500 shares of its Class A Common Stock. Of the shares sold
in the offering, the Company sold 6,700,000 shares, NSI sold 2,159,500 shares and other selling stockholders sold
30,000 shares at $247 per share before deducting underwriting commissions of $9.75 per share. The Company received
net proceeds from the offering of $1,589,575,000 and recognized a gain before income taxes of $1,462,303,000. In
addition, the Company recognized a gain as a result of the shares sold by NSI by recording $132,377,000 directly to
additional paid-in capital, which is reflected in “Issuance of subsidiary stock” on the consolidated statement of
stockholders’ equity and comprehensive income. Upon completion of this secondary offering and giving effect to NSI’s
2-for-1 stock split, the Company held 16,300,000 shares of NSI Class A Common Stock which represented a 22.6%
interest in NSI. With the recomposition of the NSI Board of Directors and the ownership interest in NSI, the
Company, in the first quarter ended April 30, 2000, no longer consolidated NSI’s financial statements and instead began
recognizing its proportionate share of NSI’s net income under the equity method of accounting until June 8, 2000, when
NSI merged and became a wholly-owned subsidiary of VeriSign, a publicly traded company and leading provider of
Internet trust services. As a result of this transaction, the Company recognized a gain before income taxes of
$2,390, 899 000.

&3




SCIENCE APPLICATIONS INTERNATIONAL CORPORATION

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note V — Selected Quarterly Financial Data (Unaudited):

Selected unaudited financial data for each quarter of the last two years is as follows:
' First Second Third Fourth

Quarter(1) Quarter(1) Quarter(1) Quarter(1)
: (In thousands, except per share amounts)
2002 ;
ReVENUES . .ot e e e $1,435,500 $1,535,891 $1,554,570  $1,568,547
Operating income............. B 69,803 117,832 132,814 134,520
Net income (loss)(4) ............. B : 8,838 29,524 138,693 (158,138)
Basic earnings (loss) per share(5) .................. . .04 14 .66 (.76)
Diluted earnings (loss) per share(S)................. .04 13 .62 (.76)
2001 .
Revenues. . ... $1,240,274 $1,473,758 $1,545,065  $1,636,581
Operatiag iNCoOME . ... ... vt e et eeiin e eeeenn, 62,594 114,724 122,797 220,763
Net income (10SS) . ... oot 1,074,548(2) 1,575,427(3) 144,719 (735,738) (4)
Basic earnings (loss) per share(5) .................. 4.47 6.68 .62 (3.21)
Diluted earnings (loss) per share(5)........ e 4.13 6.17 .58 (3.21)

(1) Effective for the fourth quarter of 2001, the Company adopted SAB No. 101, “Revenue Recognition in Financial
Statements” and reclassified gains on sale of business units and subsidiary common stock from non-operating
income to a component of operating income for the prior quarters. '

(2) Includes a pre-tax gain of $1,462,303,000 from the sale of the Company’s-shares of NSI common stock in NSI’s
secondary offerings in 2001.

(3) Includes pre-tax gains of $2,421,166,000 from the sale of business units and the merger of NSI and VeriSign.

(4) Includes pre-tax impairment losses on the Company’s investments in VeriSign and other marketable equity
securities of $64,285,000, $20,412,000, $21,669,000 and $360,471,000 for the first, second, third and fourth quarters
of 2002, respectively, and $1,441,020,000 for the fourth quarter of 2001.

(5) Earnings (loss) per share are computed independently for each of the quarters presented and therefore may not
surn to the total for the year. The first quarter 2002 amount includes the cumulative effect of accounting change
(Note A).

84




SCIENCE APPLICATIONS INTERNATIONAL CORPORATION

INDEPENDENT AUDITORS’ REPORT

To the Board of Directors and Stockholders of
Science Applications International Corporation:

We have audited the accompanying consolidated balance sheets of Science Applications International Corporation
and its subsidiaries (the “Company”) as of January 31, 2002 and 2001 and the related consolidated statements of
income, stockholders’ equity and comprehensive income, and cash flows for each of the.three years in the period ended
January 31, 2002. These financial statements are the responsibility of the Company’s management. Cur responsibility is
to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States of
America. Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free of material misstatement. An audit includes examining, on a test basis, evidence supporting
the amounts and disclosures in the financial statements: An audit also includes assessing the accounting principles used
- and significant estimates made by management, as well as evaluating the overall financial statement presentation. We
believe that our audits provide a reasonable basis for our opinion.

In our opinion, such consolidated financial statements present fairly, in all material respects, the financial position
of the Company as of January 31, 2002 and 2001, and the results of its operations and its cash flows for the three years
in the period ended January 31, 2002, in conformity with accounting principles generally accepted in the United States
of America.

As discussed in'Note A to the consolidated financial statements, effective February 1, 2001, the Company changed
its method of accounting for denvatlve instruments and hedging activities to conform with Statement of Financial
Accounting Standards No. 133, as amended.

Dt £ Touele Lo

San Diego, California
March 25, 2002
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Year ended January 31

2002 2001 2000 1999 1998(1)

: . (Amounts in thousands, except per share data)
Revenues................. e AT .. $6,094,508  $5,895,678  $5,529,676  $4,740,433  $3,089,351
Cost of TEVENUES. ... ..ttt 4,882,059 4,626,803 4,303,862 3,732,890 2,623,339
Selling, general and administrative expenses .. 767,264 868,504 877,633 634,905 301,093
Gain on sale of business units, net, and , :

subsidiary common stock(2) ............. 9,784 : 120,507 728,572 3,198 6,341
Net (loss) gain on marketable securities and

other investments, including impairment ; :

108s€S(3) o oot (455,752) 2,656,433 2,498
Interest income. ....... e 51,656 108,749 54,667 21,897 12,752
Interest expense ............ P, 18,099 19,615 27,274 33,813 11,682
Other income (expense), net ............... 11,127 24,764 (1,059) (8,083) (3,229)
Minority interest in income of consolidated ‘

subsidiaries ... ... 16,849 . 12,616 44,200 17,842 10,608

Provision for income taxes ................. 8,846 1,219,637 441,536 137,307 73,699
Income before cumulative effect of accounting 4

change......... ... ... .. il 18,206
Cumulative effect of accounting change, net of

taX ..., T
NetinCome . . oo vv e i $ 18,917 $2,058,956 $ 619,849 $ 150,688 § 84,794
Earnings per share: ‘

Basic(4) ..ot $ 09§ 876 $ 261 $ 67 $ 41

DAUEA(4) -+ vve e $ 08 $ 811 $ - 242 $ 62§ 39
Common equivalent shares: ‘ .

Basic ... P 215,016 235,037 237,586 222,483 205,397

Diluted ......... e 228,465 253,954 256,268 241,216 219,226

January 31
2002 2001 2000 . 1999 1998
(Amounts in thousands)

Total assets . .......... e $4,947,689  $6,092,130  $4,405,248  $3,172,546  $2,415,234
Working capital .......................... -$§ 875403 $1,116,539 $ 848,702 $ 369,473 § 94,588
Long-term debt ............. e $ 123472 $ 118746 - § 121,289 § 143,051 § 145958
Other long-term liabilities .. ................ $ 302,115 $ 281,225 § 360,362 $ 318,002 $ 313,677
Stockholders’ equity. . ... $2,523,753  $3,344,157  $1,830,282  $1,084,602 § 754,778

(1) Telcordia was acquired in the fourth quarter of 1998; therefore, a full year of operations is not reflected.
(2) Includes gain on sale of subsidiary stock of $698 million in 2000.

(3) Includes impairment losses of $467 million and $1.4 billion on marketable equity securities and other private
investments in 2002 and 2001, respectively, and gains of $4.1 billion from sales or exchanges of marketable equity
securities and cher investments in 2001.

(4) The 2002 amount includes the cumulative effect of accounting change.
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We provide diversified professional and technical services involving the application of scientific expertise to solve
complex technical problems for a broad range of government and commercial customers in the U.S. and abroad. These
services frequently involve computer and systems technology. Through our Telcordia Technologies, Inc. subsidiary
(“Telcordia™), we are a global provider of software, engineerinig and consulting services, advanced research and
development, technical training and other services to the telecommunications industry.

The following discussion in “Management’s Discussion and Analysis of Financial Condition and Results of
Operations” and in “Quantitative and Qualitative Disclosures -About Market Risk,” which follows, should be read in
conjunction with the consolidated financial statements and contains forward-looking statements, including statements
regarding our intent, belief or current expectations with respect to, among other things, trends affecting our financial
condition or results of operations and the impact of competition. Such statements are not guarantees of future
performance and involve risks and uncertainties, and actual results may differ materially from those in the forward-
looking statements as a result of various factors. Some of these factors include, but are not limited to: a decrease in or
the failure to increase business with the U.S. Government, regional Bell operating companies (“RBOCs”) and
international and commercial customers; our ability to continue to identify, consummate and integrate additional
acquisitions; our ability to competitively price our technical services and products; the risk of early termination of
U.S. Government contracts; the risk of losses or reduced profits on firm fixed-price and target cost and fee with risk
sharing contracts; a failure to obtain reimbursement for costs incurred prior to the execution of a contract or contract
modification; audits of our costs, including allocated indirect costs, by the U.S. Government; a downturn in economic
conditions, limited market trade activity, legislative proposals and other uncertainties, all of which are difficult to predict
and many .of which are beyond our control. Given these uncertainties and risks, you are warned not to rely on such
forward-looking statements. We are not undertaking any obligation to update these factors or to publicly announce the
results of any changes to our forward-looking statements due to future events or developments. Additional information
about potential factors that could affect our business and financial results is included in our Annual Report on
Form 10-K for the year ended January 31, 2002 in the section titled “Risk Factors.” Investors in our common stock
should carefully consider the risks and uncertainties described therein. These are not the only risks and uncertainties
that we face. If any of these risks or uncertainties actually occur, our business, financial condition or operating results
could be materially harmed and the price of our common stock could decline. '

Critical Accounting Policies

Our discussion and analysis of our financial condition and results of operations are based upon our consolidated
financial statements, which are prepared in accordance with generally accepted accounting principles (“GAAP”). The
preparation of these financial statements in accordance with' GAAP requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities and the disclosure of contingencies at the date of
the financial statements as well as the reported amounts of revenues and expenses during the reporting period.
Management evaluates these estimates and assumptions on an on-going basis including those relating to allowances for
doubtful accounts, inventories, fair value and impairment of investments, fair value and impairment of intangible assets
and goodwill, income taxes, warranty obligations, restructuring charges, estimated profitability of long-term contracts,
pensions and other postretirement benefits, contingencies and litigation. Our estimates and assumptions have been
prepared on the basis of the most current available information. The results of these estimates form the basis for making
judgments about the carrying values of assets and liabilities that are not readily apparent from other sources. Actual
results could differ from these estimates under different assumptions and conditions.

We have several critical accounting policies that are both important to the portrayal of our financial condition and
results of operations and require management’s most difficult, subjective and complex judgments. Typically, the
circumstances that make these judgments complex and difficult have to do with making estimates about the effect of
matters that are inherently uncertain. Our critical accounting policies are as follows:

« Contract revenues — As discussed under “Contract Revenues” in Note A of the notes to consolidated financial
statements, our revenues are primarily recognized using the percentage-of-completion method as described in
~ Statement of Position 81-1, “Accounting for Performance of Construction-Type and Certain Production-Type
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Contracts.” Under the percentage-of-completion method, revenues are recognized as services are performed,
with performance normally measured by comparing contract costs incurred to date with total estimated costs at
- completion. Estimating costs at completion on these long-term contracts is complex and involves significant
judgment about uncertain matters due to the long-term nature of the contract and the technical nature of our
services. We have procedures and processes in place to monitor the actual progress of a project against estimates.
Should the estimates indicate that we will experience a loss on the contract, we will be required to recognize the -
estimated loss at the time it is determined. Additional information may subsequently indicate that the loss is
more or less than initially recognized which would require further adjustment in our financial statements. Any
adjustment as a result of a change in estimate, whether it is a loss or an adjustment to revenue, is made on a
prospective basis when events or estimates warrant an adjustment. Estimates are updated quarterly or sooner if

" circumstances warrant it. :

o Investments in marketable securities — As discussed under “Investments In Marketable Securities” in Note A
of the notes to consolidated financial statements, our marketable equity securities are carried on the balance
sheet at fair value, with changes in fair value recorded through equity. When the market value of a security falls
below its cost basis and the decline is deemed to be other-than-temporary, GAAP requires the difference
between cost and market value to be treated as a realized loss. Similarly, other cost method and equity method
investments must be marked down if an other-than-temporary decline occurs. In determining whether a decline
is other-than-temporary, management must consider a wide range of factors such as the period of time that the
market value of the security or investment has been below its cost, the operating performance of the entity and
our investment intent. Management judgments about these factors may impact the timing of when an other-
than-temporary loss is recognized.

o Derivative instruments — As discussed in Note E of the notes to consolidated financial statements, we use
derivative instruments for risk management purposes. GAAP requires all derivative instruments to be recorded
on the balance sheet as either assets or liabilities measured at fair value. Often, quoted market prices are not
available, so we are required to estimate the fair value of the instruments. Fair value estimates might be provided
by the counterparty to the instrument or we may use cash flow or other models to determine a fair value. In all
cases, estimates and assumptions as of a specific point in time, often about future financial prices and rates that
are truly continuous in nature, are required to arrive at a fair value. The estimated fair value of the derivative
instruments does not necessarily reflect the future settlement amount since the fair value is calculated at various
points in time using estimates, assumptions and factors relevant to that particular point in time. Because of the
factors used to estimate fair value, the ultimate gain or loss on the derivative could differ from the amount
recorded in the prior financial statements. ' ‘

o Pension and other postretirement benefit plans — As discussed in Note J of the notes to consolidated financial
statements, we provide retiree benefits that are .accounted for under Statement of Financial Accounting
Standards (“SFAS”) No. 87, “Employers’ Accounting for Pensions” and SFAS No. 106, “Employers’
Accounting for Postretirement Benefits Other Than Pensions.” Telcordia has both a defined benefit pension plan
and a retiree medical plan. Calanais, our foreign subsidiary in Scotland has a defined benefit pension plan. These
statements require recognition of the cost of providing these benefits over the period the employee is working.
These calculations are made by an actuary and involve significant assumptions about the expected cost of the
benefits and the expected return 'on the assets. Note J discloses the most important assumptions, which include
the discount rate used to value the future obligation, the rate of future compensation increases, the expected
return on plan assets and health care cost trend rate. We select these assumptions based on current and
long-term views of many factors and make our best effort to select the appropriate assumptions. Changes in these
key assumptions can have a significant impact on the amount of our liability to retirees, the amount we are
required to fund and the amount of cost recognized in the consolidated financial statements.

Results of Operations

QCur consolidated financial statements include the accounts of all of our majority-owned and wholly-owned U.S.
and international subsidiaries which are discussed in Note A of the notes to consolidated financial statements. We use
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the equity method to account for our investments in affiliates and corporate joint ventures where we have an ownership

interest representing between 20% and 50%, or over which we exercise significant influence. In such investments and
joint ventures, we recognize our proportionate share of our affiliates’ net income or loss as “Other income (expense),
net” in our consolidated statements of income but do not consolidate the affiliates’ assets and liabilities. The amount of

revenues we recognized from contracts with these related affiliates has not been material. Our equity investments in

such affiliates are recorded on the consolidated balance sheet as “Other assets” and further discussed in Note C of the
. notes to consolidated financial statements. ‘

During 2000, .our former partially-owned sﬁbsidiary NSI was consolidéted in our consolidated financial statements.
As a result of a series of transactions reducing our ownership in NST at the end of 2000, including the recomposition of
the NSI Board of Directors, effective at the beginning of 2001, we no longer consolidated NSI (“deconsolidation™).

Our revenues increased 3%, 7% and 17% in 2002, 2001 and 2000, respectively, over the prior year. Adjusting 2000
revenues for the deconsolidation of NSI as described above, revenue growth was 11% in 2001. Qur revenues in 2002
from our U.S. Government and non-telecommunications commercial customers increased 9% over the same period of
the prior year. However, difficulties in the global telecommunications market caused our commercial telecommunica-
tions revenue to decrease 10% as further discussed below.

We have three reportable segments: Regulated, Non-Regulated Telecommunications and Non-Regulated Other as
discussed in Note B of the notes to consolidated financial statements. We assess the performance of our operating
groups, which are aggregated into the three reportable segments, depending on the nature of the customers, the
contractual requirements and regulatory environment governing our services. Groups in the Regulated segment provide
technical sérvices and products through contractual arrangements as either a prime contractor or subcontractor to other
contractors, primarily for departments and agencies of the U.S. Government. Operations in the Regulated segment are
subject to specific regulatory accounting and contracting guidelines such as Cost Accounting Standards and Federal
Acquisition Regulations. Groups in the Non-Regulated Telecommunications and Non-Regulated Other segment
provide technical services and products primarily to customers in commercial markets. Generally, operations in the
Non-Regulated Telecommunications and Non-Regulated Other segment are not subject to specific regulatory
accounting or contracting guidelines. Groups in the Non-Regulated Telecommunications segment are primarily .
involved in the telecommunications business area. For 2002, 2001 and 2000, our Telcordia subsidiary made up the Non-
Regulated Telecommunications segment.

Regulated segment revenues as a percentage of consolidated revenues were 64%, 62% and 59% in 2002, 2001 and
2000, respectively, and on an absolute basis, increased 7%, 11% and 19% in 2002, 2001 and 2000, respectively. The
growth in Regulated segment revenues on an absolute basis in 2002 and 2001 was lower than the prior year because we
made fewer acquisitions in this segment than in prior years. In 2000, we experienced higher growth through acquisitions.
Since we derive a substantial portion of our revenues from the U.S. Government as either a prime contractor or
subcontractor, our revenues could be adversely impacted by a reduction in the overall level of U.S. Government
spending and by changes in its spending priorities from year to year. Obtaining U.S. Government contracts remains a

* highly competitive process. We have seen our growth in revenues with the U.S. Government continue to shift toward
service type contracts which are competitively priced utilizing lower cost structures. This shift reflects the increasingly
competitive business environment in our traditional business areas, as well as our increased success in the engmeermg
and field services markets, which typlcally involve these lower cost service type contracts.

Non-Regulated Telecommunications segment revenues as a percentage of consolidated revenues were 24%, 27%

and 25% in 2002, 2001 and 2000, respectively, and on an absolute basts, decréased 10% in 2002 and increased 15% and

- 12% in 2001 and 2000, respectively. The decrease in 2002 was directly attributable to the downturn in the global
telecommunications market which affected Telcordia’s revenues. The growth in revenues in 2001 was primarily
attributable to services provided to our customers in their response to federal communications regulatory initiatives.
There were no such significant initiatives in either 2002 or 2000. Telcordia historically has derived a majority of its
revenues from the RBOCs and due to the downturn in the telecommunications industry, Telcordia’s dependency on
these customers has become more significant. Telcordia’s plans to diversify into new markets have been hampered by

* both the deterioration of the domestic Competitive Local-Exchange Carrier market and a slowdown in international
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“carrier spending. In response to the changes in the marketplace, Telcordia continues to seek opportunities for growth but
on a raore focused basis. Loss of business from the RBOCs or a continued decline in the global telecommunications
market could further reduce revenues and have an adverse impact on our business.

Non-Regulated Other segment revenues as a percentage of consolidated revenues were 13%, 11% and 15% in 2002,
2001 and 2000, respectively, and on an absolute basis, increased 18% in 2002, decreased 22% in 2001 and increased 14%
in 2000. The increase in 2002 in Non-Regulated Other segment revenues as a percentage of consolidated revenues and
on an absolute basis was primarily attributable to growth in our commercial and international information technology
outsourcing business, including our INTESA joint venture, which represented 6% of consolidated revenues in 2002. The
decrease in 2001 in Non-Regulated Other segment revenues as a percentage of consolidated revenues and the reduction
in revenue on an absolute basis was attributable to the deconsolidation of NSI and the sale of our TransCore business
unit in 2000. Adjusting for the deconsolidation of NSI and the sale of TransCore, Non-Regulated Other segment
revenues, on an absolute basis, increased 20% in 2001 and would have been 10% of consolidated revenues in 2000. The
increase in Non-Regulated Other segment revenues in 2001, after adjustment, was primarily attributable to growth in
our information technology outsourcing business in the United States and United Kingdom. In 2001 compared to 2000,
we had lower revenues from INTESA as a result of a lower level of services required by Petroleos de Venezuela, S.A.
(“PDVSA”), Venezuela’s national oil company and INTESA’s primary customer and joint venture partner. In 2000,
Non-Regulated segment revenues experienced slower growth than the prior year in certain commercial and interna-
tional markets in the United Kingdom, Australia and Colombia. Additionally, the TransCore business unit. was sold
during 2000. In order to continue our growth in this segment, we plan for our revenues from customers outside the U.S.,
partictlarly in Venezuela and the United Kingdom, to continue to increase in the future. Consequently, we are
increasingly subject to the political and economic trends in these foreign countries. The political and economic
environment in Venezuela is currently unstable and we are uncertain what impact, if any, this may have on INTESA’s
business. The outsourcing contract with PDVSA expires on June 30, 2002. [t is uncertain whether PDVSA will renew
the contract, recompete the work or take other action regarding the contract. '

Revenues on our contracts in the three reportable segments are generated from the efforts of our technical staff as
well as the pass-through of costs for material and subcontract efforts, which primarily occur on large, multi-year systems
integration type contracts. At the end of 2002, we had approximately 37,700 full-time employees compared to 38,9C0
and 36,500 at the end of 2001 and 2000, respectively. Material and subcontract (“M&S”) revenues were $1.4 billion in
2002, $1.2 billion in 2001 and $1.1 billion in 2000. M&S revenues as a percentage of consolidated revenues increased to
23% in 2002 from 20% in 2001 and 2000.

The following table summarizes revenues by contract type for the last three years:
Year ended January 31

2002 2001 2000
Contract type:
Cost-reIMbUISEIMENt . . . ...ttt ettt 33% 32% 34%
Terget cost and fee with risk sharing ... e 7% 5% 4%
Time-and-materials and fixed-price level-of-effort ........................... 31% 31% 26% -
Firm fixed-price . .............. e S 2%  32% @ 36%
Total . o 100%  100%  100%

Cost-reimbursement contracts provide for the reimbursement of direct costs and allowable indirect costs, plus a fee
or profit component. Target cost and fee with risk sharing contracts provide for the customer to reimburse our costs plus
a specified or target fee or profit, if our actual costs equal a negotiated target cost. If actual costs fall below the target
cost, we receive a portion of the cost underrun as additional fee or profit. If actual costs exceed the target cost, our target
fee and cost reimbursement are reduced by a portion of the overrun. Revenues from target cost and fee with risk sharing
contracts have increased from 2000 to 2002 as a result of the increase in revenues in our Non-Regulated Other segment
due to the growth in our commercial information technology outsourcing business, which frequently contracts on this
basis. Time-and-materials (“T&M”) contracts typically provide for the payment of negotiated fixed hourly rates for
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labor hours incurred plus reimbursement of other allowable direct costs at actual cost plus allocable indirect costs.
Fixed-price level-of-effort (“FP-LOE”) contracts are similar to T&M contracts since ultimately revenues are based
upon the labor hours provided to the customer. Firm. fixed-price (“FFP”) contracts require us to provide stipulated
products, systems or services for a fixed price. We assume greater performance risk on FFP contracts and our failure to
accurately estimate ultimate costs or to control costs during performance of the work may result in reduced profits or
loss. The decrease in revenues from FFP contracts in 2002 is a result of faster growth in our commercial information
_technology outsourcing business. The decrease in revenues from FFP contracts in 2001 from 2000 results primarily from
the decrease in revenue growth in the Non-Regulated Cther segment and the deconsolidation of NSI. Revenues from
T&M and FP-LOE contracts remained constant in 2002 compared to 2001 and increased in 2001 compared to 2000
primarily in the Regulated segment as we saw a shift towards T&M type contracts from our U.S. Government
customers. Revenues from T&M contracts in 2001 also increased in the Non-Regulated Telecommunications segment.

The growth of our business is directly related to the receipt of contract awards and contract performance. We
performed on 961 contracts with annual revenues greater than $1 million in 2002 compared to 851 and 762 such
~ contracts in 2001 and 2000, respectively. These larger contracts represented 74% of our revenues in 2002, 70% in 2001
and 62% in 2000. Of these contracts, 78 contracts had individual revenues greater than $10 million in 2002 compared to
76 such contracts in 2001 and 61 in 2000. The remainder of our revenues is derived from a large number of individual
contracts with revenues of less than $1 million. Although we have committed substantial resources and personnel
needed to pursue and perform larger contracts, we believe we also maintain a suitable environment for the performance
of smaller, highly technical research and development contracts. These smaller programs often provide the foundation
for our success on larger procurements. :

Cost of revenues as a percentage of revenues was 80.1% in 2002, 78.5% in 2001 and 77.8% in 2000. The increase in
2002 was primarily attributable to overruns on certain FFP contracts in the Regulated segment and to the decrease in
revenues at Telcordia. Telcordia revenues have more of their associated costs in selling, general and administrative
- (“SG&A”). Excluding NSI’s cost of revenues because of the deconsolidation of NSI in 2001, cost of revenues as a
- percentage of revenues were 79.5% in 2000 compared to 78.5% in 2001. The decrease in cost of revenues as a percentage
of revenues in 2001 was primarily attributable to improved operating performance in the traditional business areas with
the U.S. Government in the Regulated segment offset by higher cost of revenues as a percentage of revenues in the
Non-Regulated Telecommunications and Non-Regulated Other segments. In 2001, we experienced overruns on certain
FFP contracts in the Non-Regulated Telecommunications segment and had lower-than-historical profit at INTESA
and in certain of our commercial information technology and outsourcing businesses, which are part of the Non-
Regulated Other segment.

Selling, general and administrative expenses are comprised of general and administrative (“G&A”), bid and
proposal (“B&P”) and independent research and development (“IR&D”) expenses and included impairment losses on
intangible assets of $3.1 million, $7.7 million and $50.5 million in 2002, 2001 and 2000, respectively. We assess potential
impairments on intangible assets and other long-lived assets when there is evidence that events or changes in
circumstances have made recovery of the asset’s carrying value unlikely and the carrying amount of the asset exceeds
the estimated future undiscounted cash flows. The impairment loss in 2002 reduced goodwill on a small acquisition
Telcordia completed at the beginning of 2002. The impairment losses in 2001 reduced goodwill and other identifiable
intangible assets on four previously acquired businesses to their estimated recoverable value. Of the total impairment
losses taken in 2000, $42.3 million was related to a business unit in the Non-Regulated Other segment, which was
acquired in 2000 and represented less than 1% of total consolidated revenues and consolidated assets at January 31,
2000. The factors leading us to assess the recoverability of goodwill and other identifiable intangible assets of this
acquisition were greater- than expected operating losses since the time of acquisition and the loss of a major contract
procurement.

SG&A expenses as a percentage of consolidated revenues were 12.6%, 14.7% and 15.9% in 2002, 2001 and 2000,
respectively. Excluding NSI in 2000 because of the deconsolidation in 2001, SG&A expenses as a percentage of
consolidated revenues would have been 14.6% in 2000 and included the impairment losses discussed above. If the 2000
SG&A expenses were adjusted to exclude the effects of impairment losses, SG&A would have been 13.6% of
consolidated revenues. SG&A as a percentage of revenues in the Regulated and Non-Regulated Other segment
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decreased in 2002 compared to 2001. The decrease in the Regulated segment’s SG&A to 5.7% in 2002 from 6.2% in
2001 s primarily attributable to continued economies of scale and close monitoring of our SG&A costs. The decrease in
the Non-Regulated Other segment is primarily attributable to decreased G&A, marketing and IR&D spending; in the
prior year, we initiated new business startups in this segment which caused SG&A costs to increase. In addition, late in
2001, we sold two business units in the Non-Regulated Other segment which had high SG&A costs as a percentage of
their revenues. SG&A as a percentage of revenues remained relatively constant at 30.4% in the Non-Regulated
Telecommunications segment in 2002 compared to 29.9% in the prior year. Telcordia started 2002 with expectations to
maintain SG&A spending. As the industry decline became apparent, Telcordia took actions to reduce the workforce and
eliminate non-essential spending. By the end of 2002, the effects of Telcordia’s cost control efforts resulted in keeping its
overall SG&A costs aligned with its decrease in revenues for 2002. :

Regulated segment operating income as a percentage of its revenues was 6.6% in 2002, 7.4% in 2001 and 6.6% in
2000. The decrease in 2002 was primarily attributable to overruns on certain FFP contracts. The increase in 2001 over
the prior year was due to overall improvements in operating performance as noted previously in the discussion of cost of
revenues,

Our Non-Regulated Telecommunications segment operating income as a percentage of its revenues was 13.2% in
2002, 12.0% in 2001 and 13.4% in 2000, and decreased in 2001 primarily due to losses recognized on certain FFP
contracts. Throughout 2002, market conditions have been difficult in the telecommunications industry and have affected
* Telcordia. In response to the downturn in the global telecommunications market, Telcordia had involuntary workforce
reductions of 2,100 employees and 650 contractors throughout 2002 to realign its ‘staffing levels to reduced market
demand. During 2002 we recorded a restructuring charge of $85 million for the workforce reduction of which
$59 million has been reflected in cost of revenues with the remaining balance in SG&A expenses. Workforce reduction
costs in 2002 consisted of special termination pension benefits of $62 million as well as outplacement services, extension
of medical benefits, other severance benefits and costs related to closing facilities of $23 million. The special termination
pension benefits have been funded through Telcordia’s surplus pension assets and allocated to the participants’ pension
accounts as appropriate. The special termination pension benefits will be paid from the pension trust as plan obligations
and represent a non-cash charge. During 2002, we accrued $22 million of other severance benefits and facilities closure
costs and paid out $15 million. As a result, accrued liabilities and accrued payroll and employee benefits include accrued
other severance benefits and facilities closure costs still to be paid of $7 million as of January 31, 2002. We recognized a
non-cash gain of $10 million for the curtailment of pension benefits related to the workforce reduction, $8 million of
which is reflected in cost of revenues with the remaining balance in SG&A expenses. We do not expect market
conditions to improve in the near term and while we believe we have realigned staffing levels at Telcordia, we cannot be
certain that we will not have future involuntary workforce reductions. Despite the restructuring charge at Telcordia,
segment operating income as a percentage of its revenues increased in 2002 as the effects of the workforce reduction and
other cost control efforts were realized in the fourth quarter of 2002. Furthermore, in 2002, Telcordia did not have any
material overruns on FFP contracts as it did in 2001.

Our Non-Regulated Other segment operating income as a percentage of its revenues was 8.1% in 2002 and 2.7% in
2000. In 2001 our Non-Regulated Other segment had a slight segment operating loss that represented .1% of its
.revenues. The increase in 2002 compared to 2001 was attributable to two primary factors: the sale or dissolution of three
business units in the prior fiscal year that had consistent operating losses, and the improvement in segment operating
income from our commercial and international information technology outsourcing business, excluding INTESA.
INTESA’s segment operating .income as a percentage of its revenues remained constant and represented 3% of
consolidated segment operating income in 2002. The loss in 2001 was primarily attributable to start-up losses in a new
commercial information technology business area and operating losses from a business unit that was acquired in 2000,
which we sold in the fourth quarter of 2001. In addition to these losses in 2001, INTESA also had lower operating
income than 2000 as a result of reduced margins on contracts and, increased SG&A expenses. Segment operating
income in 200! did not contain any operating income attributable to NST as a result of the deconsolidation of NSI in
2001. The lower Non-Regulated Other segment operating income as a percentage of revenues in 2000 was primarily
attributable to greater than expected operating losses from a business unit in the commercial information technology
business area, a business that was acquired in 2000 and certain international business units. '
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Interest income was $52 million, $109 million and $55 million in 2002, 2001 and 2000, respectively. The decrease
in 2002 was primarily attributable to lower average cash and short-term investment balances. In 2001, the cash proceeds
of $1.6 billion from the sale of NSI common stock generated interest income as those proceeds were invested. In 2000,
cash proceeds of $729 million were received from the sale of NSI stock which generated additional interest income.

Interest expense of $18 million, $20 million and $27 million in 2002, 2001 and 2000, respectively, primarily relates
to interest on our outstanding public debt securities, a building mortgage, deferred compensation arrangements, capital
lease obligations and notes payable. The decrease in interest expense in 2002 and 2001 compared to the prior year was
primarily driven by a decrease in capital lease obligations at INTESA.

Other income, net, was $11 million in 2002 and $25 million in 2001, compared to an expense of $1 million in 2000.
The decrease in 2002 was primarily attributable to lower equity income from our share of income from our
unconsolidated affiliates. In 2001, prior to the merger of NSI and VcnSlgn Inc. (“VeriSign”), we recognized our share .
of income from NSI as an unconsolidated affiliate. The increase in 2001 was primarily attributable to our share of
income in NSI and other unconsolidated affiliates compared to 2000 when we had our share of losses in our
unconsolidated affiliates. : :

~ Minority interest in income of consolidated subsidiaries was.$17 million, $13 million and $44 million in 2002, 2001
and 2000, respectively. We record minority interest in income for third party interests in our joint ventures, INTESA
and AMSEC LLC and our subsidiary, ANXeBusiness Corp. The increase in 2002 was primarily attributable to
INTESA and AMSEC LLC. The decrease in 2001 was primarily attributable to the deconsolidation of NSI. Partially
offsetting the decrease in 2001 was the 45% minority interest in our AMSEC LLC joint venture, which was formed in
the second quarter of 2000.

The provision for income taxes as a percentage of income before income taxes was 32.7% in 2002, 37.2% in 2001
and 41.6% in 2000. The lower overall effective tax rate in 2002 reflects a lower state effective tax rate and the favorable
resolution of certain tax positions with state and federal tax authorities. The tax rate was also favorably impacted by
higher levels of research and experimentation tax credits and charitable contributions of appreciated property. The
effective rate in 2001 was lower than the prior year for the same reasons as 2002 except that we still were in an on-going
appeals process with the tax authorities for fiscal years 1988 through 1993 and had certain open tax positions that were
not resolved. In addition, in 2001, charitable contributions of appreciated property were less than in 2002.

Effective at the beginning of 2002, we adopted SFAS No. 133, “Accounting for Derivative Instruments and
Hedging Activities,” as amended. SFAS No. 133 establishes accounting and reporting standards requiring that
derivative instruments, including derivative instruments embedded in other contracts, be recorded on the balance sheet
as either an asset or liability measured at its fair value. The Statement also requires-that changes in the fair value of
derivative instruments be recognized currently in results of operations unless specific hedge accounting criteria are met.
If the derivative is designated as a cash flow hedge, the effective portions of changes in the fair value of the derivative
are recorded in other comprehensive income (“OCI”), which is a component of stockholders’ equity, and are
recognized in the income statement when the hedged item affects earnings. Ineffective portions of changes in the fair
value of cash flow hedges are recognized in earnings. If the derivative is designated as a fair value hedge, the changes in
the fair value of the derivative and the hedged item attributable to the hedged risk are recognized in earnings and only
the ineffective portion of changes in fair value ultimately impacts earnings. The adoption of SFAS No. 133 on
February 1, 2001, resulted in a cumulative effect of an accounting change, net of tax, which increased net income by
$711 thousand and increased OCI by $443 thousand.

Gain on Sale of Business Units, Net

Gains or losses related to sales of a business unit or operating asset. that generated revenue or whose operating
results were included in our consolidated financial statements are recorded as “Gain on sale of business units, net” and
are part of operating income. :

In 2002, we recogniied a net gain before income taxes of $10 million from the sale of two business units and the
settlement of contingent liabilities related to business units sold in 2001. In 2001, we sold certain business units and
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operating assets that did not fit w1thm our strategic plan and recorded net gains of $121 million before income taxes on
these business units and operating assets that were sold for cash and/or equity or debt securities of pubhcly traded
companies. In 2000, net gains from sale of busmess units and operating assets were $30 million.

Net (Loss) Gain on Marketable Securities and Other Investments, Including Impairmemnt }L@sses

Gains or losses related to transactions from our investments that are accounted for as marketable equity or debt
securities, as cost method investments or as equity method investments are recorded as “Net (loss) gain on marketable
securities and other investments, including impairment losses” and are part of non-operating income or expense.
Impairment losses on marketable securities and other investments resulting from declines in fair market values that are
deemead to be other-than-temporary are also recorded in this financial statement line item.

In accordance with our policy to assess whether an impairment loss on our marketable and private equity securities
has occurred due to declines in fair market value and other market conditions, we determined that at January 31, 2002
and 2001, declines in the fair market value of VeriSign and certain of our other investments occurred and were deemed
to be other-than-temporary in nature. We, therefore, recorded impairment losses of $467 million and $1.4 billion in
2002 and 2001, respectively, on these investments.. ‘

In 2002, we recognized a net loss before income taxes of $39 million on the sale of certain marketable securities
and other investments compared to a net gain before income taxes of $53 million and $3 million in 2001 and 2000,
respectively. The largest component of the net loss for 2002 was the sale of VeriSign shares which resulted in a loss
before income taxes of $48 million, which was partially offset by a net gain before income taxes of $9 million from the
sale of certain other investments. The largest component of the net gain in 2001 was the sale of an equity mterest ina
French business in exchange for equity securities of a French public company.

As more fully discussed in Note E of the notes to consolidated financial statements, we are exposed to certain
market risks which are inherent in the financial instruments arising from transactions entered into in the normal course
of business. Our portfolio of publicly-traded marketable equity securities is subject to market risk and there are
instances where we will use derivative instruments to manage the risk of potential loss in fair value resulting from
decreases in market prices. We have equity collars in place to mitigate the risk of significant price fluctuations of certain
of our marketable equity securities. These equity collars are derivative instrument transactions where we lock in a
ceiling and floor price for the underlying equity security. Certain of these collars allow us to put the underlying equity
shares to the collar counterparty during the term of the collar while certain other collars do not allow us to settle until
the expiration of the collar. We also have warrants to purchase equity securities of certain private and publicly-held
companies that at time of exercise can be net settled, which means we would receive the difference between our exercise
price and fair value of the shares in additional shares. These warrants are considered derivative instruments and are not
designated as hedging instruments. Under SFAS No. 133, “Accounting for Derivative Instruments and Hedging
Activities,” as amended, changes in the derivative instrument’s fair value for fair value hedges and changes in derivative
instruments not designated as hedging instruments are recognized currently in the results of operations. We recognized
an aggregate net gain of $29 million related to our derivative instruments in 2002. No gains or losses were recognized in
prior years since SFAS No. 133 was effective beginning in 2002.

In 2002, we recognized a gain before income taxes of $21 million related to our former investment in Solect
Technology Group (“Solect”) which was acquired by Amdocs Limited (“Amdocs™), a publicly traded company, in
2001. In 2001, we recognized a gain before income taxes of $191 million on the exchange of our interest in Solect for an
approximate 2% equity interest in Amdocs. Under the terms of the exchange agreement, a portion of the Amdocs shares
were held in escrow and would only be released if certain conditions were met. In 2002 these conditions were met and
the shares were released from escrow resulting in the additional gain.

In 2001, we completed two transactions related to our former subsidiary, NSI. On February 11, 2000, NSI
completed a secondary offering of 8,889,500 shares of its common stock. Of the shares sold in the offering, we sold
6,700,000 shares, NSI sold 2,159,500 shares and other selling stockholders sold 30,000 shares at $247 per share before
deducting underwriting commissions of $9.75 per share. As a result of this transaction, we received net proceeds from
the offering of $1.6 billion and recognized a gain on sale before income taxes of $1.5 billion. We also recognized a gain
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"as a result of the shares sold by NSI by recording $132 million directly to additional paid-in capital which we have
included in “Issnance of subsidiary stock” in our consolidated statement of stockholders’ equity and comprehensive
income. Upon completion of this secondary offering and after giving effect to NSI's 2-for-1 stock split, we held
16,300,000 shares of NSI common stock which represented a 22.6% interest in NSI. Cn June 8, 2000, NSI merged into
and became a wholly-owned subsidiary of VeriSign, a publicly traded company and leading provider of Internet trust
services. On the effective date of the merger, we held approximately 9% of VeriSign’s outstanding shares. As a result of
this transaction, we recognized a gain before income taxes of $2.4 billion.

~ In 2000, we recognized a gain before income taxes of $698 million from the sale of NSI common stock. Since NSI

was consolidated in 2000, this gain was classified as a “Gain on sale of subsidiary common stock” in our consolidated
financial statements. The gain resulted from a secondary offering of 4,580,000 shares of NSI common stock completed
on February 12, 1999, Of the shares sold in the offering, we sold 4,500,000 shares at $170 per share and received
proceeds, net of underwriter’s commissions, of $729 million.

Liquidity and Capital Resources

Our primary sources of liquidity continue to be funds provided by operations and our five-year revolving credit
facility which expires in August 2002. We expect new credit facility arrangements to be completed during the second
quarter ending July 31, 2002. Due to current market conditions, the pr1c1ng terms of the new credit facility are expected
to be less favorable than the current credit facility.

Besides funds from operations and our credit facility, the proceeds from the sale of NSI common stock in February
2000 provided an additional source of liquidity for us in 2001. At January 31, 2002 and 2001, there were no borrowings
outstanding under the credit facility and cash and cash equivalents and short-term investments totaled $1.2 billion and
$1.3 billion, respectively. Cash flows generated from operating activities were $663 million in 2002 compared to
$171 million in 2001 and $434 million in 2000. Net cash provided by operating activities in 2002 consisted primarily of
net income of $19 million adjusted for an increase in non-cash items aggregating $758 million, offset by $114 million
used in working capital and other activities. Net cash used in working capital and other activities primarily resulted from
payments of accounts payable and income taxes. Cash flows generated in 2001 decreased primarily as a result of income
taxes paid of $710 million compared to $481 million in 2000. ‘

Our investing activities generated cash flows of $243 million in 2002 and $749 million in 2001 compared to a use of -
cash of $7 million for investing activities in 2000. In 2002, we generated cash primarily from the sale of short-term
marketable securities. We also decreased our capital expenditures and the level of investments in private companies by
our subsidiary, SAIC Venturé Capital Corporation. In 2001, our largest source of cash came from our sale of NSI
common stock from which we received $1.6 billion in cash. During 2001, we used $682 million of this cash to buy short-
term investments, which are managed as portfolios by outside investment managers, and made investments in publicly
traded companies and private emerging technology companies. In 2000, we used $445 million for these same investment
activities. In 2000, excluding the proceeds of $729 million from the sale of NSI common stock and $120 million from
the sale of debt and equity securities and other private investments, net cash flows spent-on investing activities were
$842 million. With a portion of the proceeds from the sale of NSI common stock, we spent $243 million on business
acquisitions and purchased marketable securities and made investments in private emerging technology companies in
2000. We intend to continue to acquire other businesses and make investments in publicly traded and private emerging
technology companies in the future. Capital expenditures for property, plant and equipment were $127 million,
$147 million and $166 million in 2002, 2001 and 2000, respectively, and are expected to be approximately $95 million
for 2003. Cur equity collars may prov1de a source of cash if we deliver the underlying equity shares at their expiration or
settlement. ‘

We used cash of $1.1 billion, $938 million and $144 million for financing activities in 2002, 2001 and 2000,
respectively. The increase in 2002 in the use of cash for financing activities was primarily attributable to repurchases of
our common stock. In 2002, we repurchased $189 million of common stock from employees upon their termination
compared to $134 million in 2001 and $65 million in 2000. We also repurchased $338 million, $429 million and
$43 million of our common stock from our 401 (k) and retirement and profit sharing plans (collectively referred to as
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“the Plans™) in 2002, 2001 and 2000, respectively. In 2001, we enacted a provision of our 401 (k) plans which required
terminated participants to transfer their assets out of the SAIC stock funds. Prior to this point in time, participants who
had terminated were not required to transfer their assets out of the SAIC stock funds. As a result, we had an unusually
high level of repurchases from the Plans in 2001. In 2002, we provided our participants in the Plans with a limited
window in which to exchange out of the non-exchangeable SAIC stock funds, which resuited in increased repurchases
from the Plans. Although we have no obligation to make such purchases, we purchased stock in recent quarterly stock
trades in which more shares were offered for sale than the aggregate number of shares sought to be purchased by
authorized buyers. We repurchased $550 million of common stock in the quarterly trades and in other stock transactions
with active employees in 2002 compared to $364 million in 2001 and $72 million in 2000.

There is no public market for our Class A common stock. As more fully described in the “Limited Market” discussion
in our Annual Report on Form 10-K for the year ended January 31, 2002, a limited market is maintained by our wholly-
owned broker-dealer subsidiary, Bull, Inc., which permits existing stockholders to offer for sale shares of Class A common
stock on predetermined days which we call a “trade date.” Generally, there are four trade dates each year. All sales are made

. at the prevailing price of the Class A common stock determined by the board of directors pursuant to the valuation process
described in our Annual Report on Form 10-K for the year ended January 31, 2002. If there are insufficient buyers for the
stock on any trade date, our stockholders may not be able to sell stock on the trade date. We are authorized but not obligated
to purchase shares of Class A common stock in the limited market on any trade date. We cannot assure you that we will
continue to make such purchases. Accordingly, if we elect not to participate in a trade or otherwise limit our participation in a
trade, our stockholders may be unable to sell all the shares they desire to sell. ’

We expect our existing cash, cash equivalents, short-term investments, cash flows from operations and borrowing
capacity to provide sufficient funds for our operations, common stock repurchases and capital expenditures. In addition,
we expect to finance acquisitions and equity investments in the future with cash from operations and our borrowing
capacity.

- Federal legislation has been proposed that, if adopted, would impose new requirements and restrictions on certain
types of retirement plans which could impact our stock system and liquidity. One version of the legislation currently
under consideration would limit the level of investment a participant could hold in company stock. If legislation of this
nature were adopted, it would be likely that purchases of our stock by our retirement plans would decrease and sales
increase. If this occurred, the ability of our stockholders to resell their shares in the limited market may be adversely
affected. In addition, reduced purchases or increased sales of our stock by the trustees of our retirement plans may
adversely impact our liquidity and cash position. Because of the uncertainty of if, when, and in what final form such
legislation may be enacted, we are unable to determine the impact this legislation might have on our retirement plans,
the operation of our limited market and our liquidity and cash needs.

Commirments and Contingencies

As discussed in Note O of the notes to consolidated financial statements, we have two operating leases, which are
structured as synthetic leases, on land and buildings where we have a purchase option at the end of the initial lease term.
At the end of the initial lease term for each of these operating leases, we will evaluate whether to purchase or extend the
lease of the building. If we decide not to renew the leases, both of which expire in August 2003, we would pay
$91 million to purchase the buildings. This contingent liability has not been reflected in the consolidated balance sheet
pursuant to GAAP, but could affect future cash requirements if we decided to purchase the buildings. In anticipation of
refinancing by either renewing these leases or purchasing the land and buildings and to take advantage of the recent
favorable interest rate environment, in January 2002, we entered into four forward starting interest rate swap
agreements. Using the swap agreements, we are managing our overall related future net cash outflow to be a fixed
amount starting in September 2003 through August 2008. In refinancing these leases, we expect to make payments to a
third pa:-ty lessor or third party lender based on a variable interest rate. Under the terms of the swap agreements, we will
either pay to or receive an amount from the swap agreements’ counterparty which will effectively make our net cash
.outflow a fixed amount. These agreements are considered derivative instruments and accounted for under SFAS
No. 133 as previously discussed in the Critical Accounting Policies section and Note E of the notes to consolidated
financia. statements.
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We provide equipment financing for the U.S. Government through an arrangement from an unrelated leasing
company in which we lease equipment under an operating lease for use on federal contracts. Because federal contracts
are subject to annual renewals, we have the right to terminate these leases with the leasing company should the
U.S. Government terminate its contract with us for convenience, non-renewal or lack of funding. If the U.S.
Government terminated its contract with us for default or non-performance, we would be liable for the remaining lease
payments. The maximum contingent lease liability remaining under these arrangements is $3 million as of January 31,
2002. This contingent liability has not been recorded in the consolidated financial statements pursuant to GAAP.

We have guaranteed $3 million, which is 50% of a line of credit for our 50% owned joint venture, Data Systems and
Solutions, LLC, which we account for using the equity method. In another of our investments in affiliates accounted for
using the equity method, we are an investor in Danet Partnership GBR (“GBR”), a German partnership. GBR has an
internal equity market similar to our limited market. We are required to provide liquidity rights to the other GBR
investors in certain circumstances, namely (i) when there are more sellers than buyers in the internal market and the
investor who is selling is withdrawing from GBR or (ii) in the case of a change in control where we become the majority
investor of GBR. These rights allow only the withdrawing investors in the absence of a change in control and all GBR
investors in the event of a change of control to put their GBR shares to us in exchange for the current fair value of those
shares. We may pay the put price in shares of SAIC common stock or cash. We do not currently record a liability for
these rights because their exercise is contingent upon the occurrence of future events which we cannot with any
certainty determine will occur. The maximum potential obligation, if we assume ‘all the current GBR employees are_
withdrawing from GBR, would be $23 million as of January 31, 2002. If we were to incurthe maximum obligation and
purchase all the shares outstanding from the other investors, we would then own 100% of GBR.

Our Telcordia subsidiary filed a Demand for Arbitration with the International Chamber of Commerce in Paris,
France initiating arbitration and seeking damages of approximately $130 million from Telkom South Africa related to a
contract dispute. The dispute involves a contract executed on June 24, 1999, pursuant to which Telcordia would provide:
a Service Activation and Assurance System. The value of Telcordia’s portion of the contracted work was $208 million.
Telcordia performed the contract for over 18 months and delivered multiple software releases to Telkom South Africa.
On January 12, 2001, Telcordia notified Telkom South Africa that Telkom South Africa had breached the contract for,
among other things, taking and using Telcordia software without paying for it, improperly refusing to accept software .

"deliveries, failing to cooperate in defining future software releases, and failing to make other payments due under the
contract. On February 2, 2001, Telkom South Africa responded by denying Telcordia’s claims and asserting various

- breaches on the part of Telcordia. The parties were unable to negotiate a mutually acceptable resolution of the dispute.
On March 6, 2001, Telcordia initiated arbitration. On May 22, 2001, Telkom South Africa filed with the International
Chamber of Commerce its Answer to Telcordia’s Demand for Arbitration and its Counterclaims against Telcordia.
Telkom South Africa contends in its Counterclaims that Telcordia breached the contract for, among other things,
failing to provide deliverables compliant with the requirements of the contract at the times provided in the contract.
.Telkom South Africa also contends that Telcordia misrepresented its capabilities and the benefits that Telkom South
Africa would receive under the contract. Telkom South Africa seeks substantial damages from Telcordia, including
repayment of approximately $97 million previously paid to Telcordia under the contract and the excess costs of
reprocuring a replacement system, estimated by Telkom South Africa to be $234 million. Telkom South Africa’s
Counterclaim contains additional claims which have not been quantified by Telkom South Africa. The parties have
engaged in substantial discovery. On March 8, 2002, Telkom South Africa. filed a notice of intention to amend their
Answer and Counterclaim. The arbitrator has scheduled a preliminary hearing on April 10,-2002 to address the issues
-raised by Telkom South Africa’s filing. Telcordia disputes Telkom South Africa’s contentions and intends to vigorously
defend against these claims while pursuing its own claims in the arbitration. The arbitration hearing to determine the
-merit of both parties’ substantive claims is currently scheduled to commence in May 2002 in Johannesburg, South
Africa. Following this hearing, on a date to be established, the arbitrator will determine the damages to be awarded, if
necessary. Due to the complex nature of the legal and factual issues involved and the uncertainty of litigation in general,
the outcome of this arbitration is not presently determinable. As of January 31, 2002, the total amount of receivables
under the contract, net of deferred revenue, was not significant.
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We are also involved in various investigations, claims and lawsuits arising in the normal conduct of our business,
none o which, in our opinion, is expected to have a material adverse effect on our consohdated financial position, results
of operations, cash flows or our ability to conduct business.

In response to the Securities and Exchange Commission Financial Reporting Release No. 61, “Commission
Statement about Management’s Discussion and Analysis of Financial Condition and Results of Operations,” we provide
the following table which summarizes our contractual obligations and other commercial commitments. For contractual
obligations, we included payments that we have a legal and binding obligation to make. For other commercial
commitments, we included items where an existing arrangement commits us to a potential payment contingent on an
uncertzin future event. The future event may or may not occur and, in certain cases, we are not able to determine the
likelihcod of its occurrence. All the amounts included in the table below are more fully described i in Notes I, L, O and P
of the notes to consolidated financial statements. :

Payments Due by Fiscal Year
2003 2004-2005 2006-2007 2008 and After Total
(Amounts in thousands)

Contractual obligations:

Long-term debt(1) ................coviivn... $ 23,309 $ 17,822 $17,856 $106,838 $165,825
Capital and operating lease obligations .......... 137,578 146,919 34,642 19,297 338,436
Unconditional purchase obligations(2) .......... 589 2,111 2,216 4916
Other long-term obligations(3) ................ 8,681 12,256 100,203 121,140
Total contractual obligations .................... $161,476  $175,533  $66,970 $226,338 $630,317

Amount of Contingencies by Fiscal Year
2003 2004-2005 2006 and After Total
{Amounts in thousands)

Other commercial commitments:

Standby letters of credit......................... P $20,683  $14,719 $ 905 $ 36,307
Guarantees. . . .. e R 5,000 2,700 7,700
Other commercial commitments(4)........................ 62,954 45,147 451 108,552
Total commercial commitments .. .......... e $88,637  $62,566 $1,356 $152,559

(1) Includes interest payments.

(2) Includes obligations to transfer funds in the future for fixed or minimum amounts or quantities of goods or services
at fixed or minimum prices.

(3) As previously discussed and disclosed in Note O of the notes to consolidated financial statements, the operating
leases for certain facilities will terminate in August 2003. While we have not decided whether we would renew the
lease or purchase the land and buildings under these leases, for purposes of this table, we have assumed that we will
purchase the land and buildings using five-year debt.

(4) Includes amount of $78 million potentially payable for surety bonds as disclosed in Note P of the notes to
consolidated financial statements, $23 million payable to purchase stock of GBR as discussed previously and in
Note P of the notes to consolidated financial statements, $4 million payable to those former employees who held
shares distributed from our Employee Stock Retirement Plan that bear a limited put option as of January 31, 2002
as more fully discussed in Note [ of the notes to consolidated financial statements and $3 million payable on
equipment financing for the U.S. Government as previously discussed and in Note O of the notes to consolidated
financial statements,
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Recently Issued Accounting Pronouncements

In August 2001, the Financial Accounting Standards Board (“FASB”) issued SFAS No. 144, “Accounting for the
Impairment or Disposal of Long-Lived Assets,” which is effective for our fiscal year which began February 1, 2002.
SFAS No. 144 supercedes and clarifies the accounting in-SFAS No. 121, “Accounting for the Impairment of Long-
Lived Assets and for Long-Lived Assets to Be Disposed Of,” and the accounting and reporting provisions of Accounting
Principles Opinion No. 30, “Reporting the Results of Operations — Reporting the Effects of Disposal of a Segment of a
Business, and Extraordinary, Unusual and Infrequently Occurring Events and Transactions,” for the disposal of a
segment of a business. Adoption of- SFAS No. 144 on February 1, 2002 d1d not have a material impact on our
consolidated financial position or results of operations.

In June 2001, the FASB issued SFAS No. 143, “Accounting for Asset Retirement Obligations,” which will be
effective for our fiscal year beginning February 1, 2003, and addresses financial accounting and reporting for obligations
associated with the retirement of tangible long-lived assets and the associated asset retirement costs. We do not expect
adoption of SFAS No. 143 to have a material impact on our consolidated financial position or results of operations.

In June 2001, the FASB issued SFAS No. 141, “Business Combinations” and SFAS No. 142, “Goodwill and
Other Intangible Assets.” SFAS No. 141 requires that the purchase method of accounting be used for all business
combinations initiated after June 30, 2001 and that the pooling-of-interest method no longer be used. SFAS No. 142
requires that upon adoption, amortization of goodwill will cease and instead, the carrying value of goodwill will be
evaluated for impairment on an annual basis or between annual tests if an event occurs or circumstances change that
would more likely than not reduce the fair value of a reporting unit. Identifiable intangible assets were amortized over
their useful lives and reviewed for impairment in accordance with SFAS No. 121, “Accounting for the Impairment of
Long-Lived Assets and for Long-Lived Assets to be Disposed Of” through February 1, 2002 when SFAS No. 144
became effective. We adopted SFAS No. 141 and SFAS No. 142 on February 1, 2002, although certain provisions were
applied to acquisitions ‘closed subsequent to June 30, 2001, Effective February 1, 2002, we ceased amortizing all
goodwill. As of January 31, 2002, we had goodwill of $150 million. Implementing the non-amortization provisions of
SFAS 142 for goodwill is expected to result in an increase in operating income of approximately $25 million in 2003. As
part of implementing these new statements, we evaluated our current goodwill and intangible assets and reclassified one
intangible asset of $1.5 million as goodwill. We did not reclassify any of our previously recorded goodwill as an
intangible asset. We completed an evaluation of our goodwill for the transitional goodwill impairment test and
determined that we will not have a transitional goodwill impairment charge. In 2002, two small acquisitions with an
aggregate purchase price of $1.3 million were completed after June 30, 2001 under the transition rules of SFAS No. 141
and SFAS No. 142. '

Effects of Inflation

Our cost-reimbursement type contracts are generally completed within one year. As a result, we have generally
been able to anticipate increases in costs when pricing our contracts. Bids for longer-term FFP and T&M type contracts
typically include sufficient labor and other cost escalations in amounts expected to cover cost increases over the period
of performance. Consequently, because costs and revenues include an inflationary increase commensurate with the
general economy, net income as a percentage of revenues has not been significantly impacted by inflation. As we expand
our business into international markets and highly inflationary economies, movements in foreign currency exchange
rates may impact our results of operations. Currency exchange rate fluctuations may also affect our competitive position
in international markets as a result of their impact on our profitability and the pricing offered to our non-U.S. customers.
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OTHER STOCKEOLDER INFORMATION

The price of the Class A Common Stock is established by the Board of Directors pursuant to a valuation process
which includes a stock price formula and valuation input from an independent appraisal firm and which is more
fully described in the *Limited Market” discussion in the Company’s Annual Report on Form 10-K for the year
ended January 31, 2002. The Board of Directors believes that the current valuation process results in a value which

represents a fair market value for the Class A Common Stock within a broad range of financial criteria. The
following table sets forth the historical formula price for the Class A Common Stock and the Class B Common
Stock for the periods beginning on the dates indicated:

Price per share Price per share

of Class A of Class B

Date Common Stock Common Stock
April 14,2000 ... ... $30.25 $605.00
July 14,2000 ... . o e $30.08 $601.60
October 13,2000 .. ... . $30.87 $617.40
January 12,2001 .. ... ... $30.83 $616.60
April 13,2001 ... e $30.20 $604.00
July 13,2001 .. e $31.37 $627.40
October 12,2001 ... ... . . "$32.27 $645.40
January 11,2002 .. ... $32.95 $659.00
April 12,2002 ........ R e $33.06 $661.20

Annual Meeting

The annual meeting of the stockholders of Science Applications International Corporation will be held on July
12, 2002 in San Diego. Notice of the meeting and proxy statement will be mailed to stockholders in advance of
the meeting.

The Company’s Annual Report on Form 10-K for the year ended January 31, 2002 (without exhibits), as
filed with the Securities and Exchange Commission, contains additional information about the Company and is
available free of charge to the Company’s stockholders. Please direct requests in writing to the attention of the
Corporate Secretary, Science Applications International Corporation, 10260 Campus Point Drive, San Diego,
California 92121. : :
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STRATEGIC LOCATIONS

United States: SAIC has employees in 49 states and the District
of Columbia. The largest concentrations of employees are in
San Diego, the greater Washington, D.C. area, the greater
Hampton Roads area of Virginia, and northern New Jersey.

International: SAIC has employees in more than 20 countries,
including:

Europe: Belgium, Bosnia, Czech Republic, England, France,
Germany, Ireland, Scotland, Italy, Spain, Turkey

North America: Canada

Middle East: Egypt, Saudi Arabia

South America: Argentina, Colombia, Venezuela

Pacific Rim: Australia, Japan, South Korea, Taiwan
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Statements in this Annual Report other than historical data and information may constitute
forward-looking statements that involve risks and uncertainties, A number of factors could
cause actual results, performance, or achievements to be very different from the results,
performance or achievements expressed or implied by such forward-looking statements.
Same of these factors include, but are not limited to, the risk factors set forth in the
Company's Annual Report on Form 10-K for the fiscal year ended January 31, 2002, and in
such ather filings that the Company makes with the SEC from time to time. Due to such
Uncertainties and risks, readers are cautioned not to place undue reliance on such forward-
looking statements, which speak only as of the date hereof.
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